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Taxation Section 
Edited by J. A. L. Gunn, F.1.c.a. 


Notes ON COMMONWEALTH Pay-RoLL Tax 
The following are some further notes on the Commonwealth Pay-roll 
tax which applies to wages, as defined, which are paid or payable by an 
employer in respect of any period of time occurring after June 30, 1941. 


Payments made on and after July 1, 1941, in respect of period occurring 
before that date 

Pay-roll tax is payable on all wages paid or payable by any employer 
in respect of any period of time occurring after June 30, 1941, S. 12. 

Taxpayers are not, therefore, subject to pay-roll tax on wages in 
respect of any period of time occurring before July 1, 1941. Where, for 
example, a full week’s wages are paid on, say, Friday, July 4, 1941, an 
apportionment is necessary to exclude the wages in respect of the period 
prior to July 1, 1941. 

The following specimen return furnished by the Deputy Commissioner 
of Taxation to the New South Wales Taxpayers’ Association illustrates 
the above statement :— 

First pay: 28/6/1941 to 4/7/1941 .. .. .. .. £420 

Second pay: 5/7/1941 to 11/7/1941 .. .. .. .. 450 

Third pay: 12/7/1941 to 18/7/1941 .. .. .. .. 370 

Fourth pay: 19/7/1941 to 25/7/1941 .. .. .. .. 400 


Total wages paid in periods ending during July, 1941 £1,640 
As pay-roll tax is imposed on wages paid or payable 

as from July 1, 1941, wages in respect of 3 days 

paid for the month of June is to be excluded. 
The deduction to be made is #ths of £420 .. 


Taxable wages .. .. = 
The general exemption at ‘the rate of £20 per week 
must be calculated by multiplying £20, by the num- 
ber of days between the concluding date of the last 
pay period of the previous return (or for the first 
return from June 30, 1941) and the concluding date 
of the last pay period in the current return (one 
date only to be included) and dividing the result 
by 7. 
In the above example the number of days from 
June 30, 1941, to July 25, 1941, is 25— 
The exemption to be deducted is— 25 K 20 _ 71 2 
7 = 


Amount on which tax is payable .. .. .. .. .. .. £1,388 11 
Pay-roll tax payable is 24% of £1,388/11/5 = #34 14 
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Payments made on or before June 30, 1941, in respect of period occurring 
after that date 


As pay-roll tax is payable on all wages paid or payable by any 
employer in respect of any period of time occurring after June 30, 1941, 
it is clear that the amount of wages paid before July 1, 1941, in respect 
of a period of time occurring after June 30, 1941, is subject to pay-roll 
tax. 





General Exemption 


Section 14 provides that for the purposes of ascertaining the tax 
payable by an employer on wages paid or payable by him in respect of 
any period, there shall be excluded from those wages an amount cal- 
culated at the rate of £20 per week. 

In his advices to the New South Wales Taxpayers’ Association the 
Deputy Federal Commissioner of Taxation points out that an employer 
has the choice of two methods of compiling his return in respect of 
wages paid or payable in each month, i.e., 


(a) he may calculate the total amount of wages paid or payable in 
respect of the month from the first day to the last day and pay 
tax on the amount so calculated; or 


(b) he may return the amount of wages paid or payable in respect of 
each pay period of less than one month ending in the month. 
This method enables an employer to ascertain readily from his 
pay-sheets the amount of wages to be returned without the 
necessity of apportionment of wages in respect of broken periods 
at the beginning and end of the month. (As pointed out later, 
an apportionment to exclude wages in respect of any period prior 
to July 1, 1941, cannot be avoided. ) 


Where wages are paid monthly, method (a) will apply and the 
exemption to be allowed will be calculated according to the formula. 


Number of days in calendar month £20 
7 whe i 


Where method (b) is adopted the numerator in the first fraction of 
the above formula is the number of days from the concluding date of the 
last pay period in the previous return to the concluding date of the last 
pay period in the current return (one day only inclusive). 

In respect of the first return, i.e., for July, 1941, the general exemption 
is to be calculated as follows :— 

Number of days from June 30, 1941, 
to concluding date of last pay period 


in July, 1941 £20 
7 ahti 4 








Thus, as in the preceding example, if the four pay periods in July, 
1941, were Friday, July 4, 11, 18 and 25, the general exemption for that 
month would be :— 


5 x “ = £71/8/7. 


The following example, supplied by the Deputy Federal Commissioner 
of Taxation, explains the calculation of the general exemption for 
August, 1941, in the above circumstances :— 
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Wages Sheet for August, 1941 
First pay: 25/7/1941 to 1/8/1941 
Second pay: 2/8/1941 to 8/8/1941 
Third pay: 9/8/1941 to 15/8/1941 
Fourth pay: 16/8/1941 to 22/8/1941 
Fifth pay: 23/8/1941 to 29/8/1941 


Total wages paid in periods ending in August, 1941 .. 


Concluding date of last pay — in previous 
ee os os os Saepane 
Concluding date of last pay " period in current 
return .. . . 29/8/1941 
Number of days from 25/7/1941 to 29/8/1941 


is 35 
The general exemption is therefore Ex” = 100 


——— 


Amount on which pay-roll tax is payable .. .. .. .. £2,080 


Tax at 24% £52 
Allowances to employees 

“Wages” includes, inter alia, any allowance paid or payable in cash or 
in kind to any employee as such. 

The following query was submitted by the New South Wales Tax- 
payers’ Association to the Commissioner of Taxation :— 

“Where an allowance is made to a traveller for his expenditure on 
board and lodging of a fixed weekly amount (e.g., £5 per week), is the 
whole amount taxable ?” 

The Deputy Federal Commissioner replied that, where the allowance 
is made by an employer to an employee, for example, to a traveller to 
cover his expenditure for board and lodging, the full amount is subject 
to pay-roll tax. 

It would appear from the Deputy Commissioner’s ruling that any 
such allowance to an employee is subject to the tax, even if it is intended 
to defray expenditure incurred by the employee in the performance of 
his duties, e.g., where a fixed or mileage car allowance is made to an 
inspector to cover petrol, oil, depreciation, etc. 


Sustenance and Quarters 

“Wages” includes, inter alia, any allowances paid or payable whether 
in cash or in kind to any employee as such, and also includes the provision 
by the employer of meals or sustenance, or the use of premises or 
quarters as consideration or part consideration for the employee’s 
service. 

Section 3 (2) of the Pay-roll Tax Assessment Act, 1941, provides 
that meals or sustenance provided by an employer shall be deemed to 
have a value of 15/- per week (or, in any particular case or class of cases, 
such other value as is prescribed), and the use of premises or quarters 
provided by an employer shall be deemed to have a value of 5/- per week 
(or, in any particular case or class of cases, such other value as is 
prescribed). 

The following example, supplied by the Deputy Federal Commissioner 
of Taxation, illustrates the position where an employee receives sus- 
tenance and quarters :— 
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July, 1941: Employer who is sole owner of a business; business wages 
paid every Friday; domestic wages (4) every Saturday ; also casual 
wages for gardener on daily basis paid on Mondays: 


Business Domestic Sustenance Quarters 


Wages Wages @ 15/- per @ 5/- per 
week 


week 

28/6/41 to 4/7/41 .. .. £100 

29/6 41 to 5/7/41 .. .. £10 #3 0 O 
Gardener on 7/7/41 .. 1 

5/7/41 to 11/7/41 . .. 100 

6/7/41 to 12/7/41 . .. 10 

Gardener on 14/7/41 .. 1 

12/7/41 to 18/7/41 . .. 100 

13/7/41 to 19/7/41 . .. 10 

Gardener on 21/7/41 ¥ 1 

19/7/41 to 25/7/41 . .. 100 

20/7/41 to 26/7/41 . .. 10 

Gardener on 28/7/41 .. 1 


Exclude # of business 
wages on account of 
C fare 

Exclude # of domestic 
wages and allowances 
on account of June . 


Return: 


Wages .. ee ee 
Board and quarters ieee ee Se te dd 
£412 18 

Concluding date of last pay period in 

previous return, 30/6/41. 
Concluding date of last pay period in this 

return, 28/7/41. 
Number of days, 30/6/41 to 28/7/41— 


28 days. 
General exemption : exe = 80 0 0 


Amount on which tax is payable... .. .. .. .. .. .. £332 18 0 
Tax at 24% = £8 6 5 


OO 

The “concluding date of last pay period in this return” is strictly to 
be fixed in any given case by the expiry within the month of the last 
completed pay period of less than one month. Thus, in the above 
example, the concluding date is fixed at July 28, i.e., the last day in 
respect of which casual wages were paid or payable. The Deputy 
Federal Commissioner advises, however, that, where casual (and, pre- 
suinably, domestic) wages are paid after the end of the last normal pay 
period in the month, taxpayers may, if they desire, treat such casual 
wages as being portion of the pay-roll for the first normal pay period 
which ends in the following month. Thus, in the above example, the 





— 


ee ee, a. te ee oe Oe 
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casual and domestic wages paid on July 26 and 28 would be included 
in the pay-roll of the week ending August 1, and included in the August 
return. The Deputy Commissioner states that this practice will be 
acceptable to the Department. If returns were prepared on this basis, 
the general exemption for July would, of course, be based on 25 days, not 
28 days. 


Where Employees are Paid for Varying Periods 


The following example, supplied by the Deputy Federal Commissioner, 
illustrates how a return is to be prepared by an employer whose staff 
is paid at varying periods, ie., daily, weekly, fortnightly, or on a 
quarterly or annual basis :— 


July, 1941: A company which pays its executives (2) £1,800 per 
annum, monthly; office salaries, £100, fortnightly; wages, £600 
weekly every Friday; casual wages, daily; directors’ fees, £400 per 
annum, quarterly ; employs caretaker who is allowed quarters: 


Casual Caretaker’s 
Wages Salaries Executives Directors daily Quarters @ 
5/- 


July 3 £343 _ _ _ _ 3/- 


11 
14 


| & 
| 
| 


. 

lol lIIit 
Seeeeee 
bhddrid 


600 
600 


| 
an 
N 
| 


_ — — £33 





£2,142 £17811 5S £15217 6 £33 





Wages Payable at Daily Rates 


The Deputy Federal Commissioner advises that the Department has 
given consideration to requests that, when wages at the daily rate are 
paid at regular intervals, say weekly, the wages payable in respect of 
days occurring after the last regular pay-day of the month should be 
brought to account in the month in which they are actually paid. It has 
been decided that the following procedure may be followed :— 


(i) If a pay-day for wages calculated at a daily rate occurs between 
the last normal weekly or fortnightly pay-day and the end of the 
month, the amounts paid or payable on that pay-day should be 
brought into account in that month, and that pay-day should be 
taken as the last pay-day in the month for the purposes of com- 
piling returns. 

(ii) If any further days to which wages calculable at a daily rate are 
attributable fall within the month, and payment is not made until 
the following month, the payments may be brought into account 
in the following month. 
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Example :— 

Assume, for example, that the last weekly pay-day falls on the 25th of 
the month, and that wages calculated on a daily basis are paid on the 
29th. The last pay-day of the month will be the 29th. All daily wages 
paid or payable up to that date and all weekly wages paid or payable up 
to the 25th should be accounted for. Wages payable in respect of the 
30th and 31st of the month which are not paid until the 1st of the follow- 
ing month may be brought into account in the following month. 


Bonuses to Branch Managers 
Tax is payable on the full amount of salary plus any bonus by way of 
a percentage of branch profits paid to branch managers of retail stores. 
The Deputy Federal Commissioner advises that where the amounts 
payable as a percentage of branch profits are not ascertainable from 
month to month, they may be included as wages in the return for the 
month in which they are paid or are due to be paid. 


Remuneration of Partners 
Drawings by partners, whether by way of salary or otherwise, are 
not subject to pay-roll tax. 


Wages Paid for Services Outside Australia 
The position regarding payments in Australia for services rendered 
outside Australia is receiving the consideration of the Department. Its 
advices will be published later. 


“W ages Paid to Employees in Australia by Ex-Australian Employer 

Wages paid to an employee in Australia by an ex-Australian employer 
are taxable. 

“Agent” includes every person who, in Australia, for or on behalf 
of any person out of Australia (called the principal) holds or has the 
management or control of his principal’s business, S.3. 

The agent shall be answerable as an employer for the doing of all 
such things as are required to be done by virtue of the Act in respect of 
the payment of any wages subject to tax. 


Seasonal Employment 

The Deputy Federal Commissioner of Taxation has supplied the 
following example illustrating problems relating to seasonal employ- 
ment :— 

The following case is one in which a grazier pays wages throughout 
the year to a staff consisting of, say, four men at £2/15/- per week and 
keep, one female cook at £2 per week and keep, and one domestic at £1 
per week and keep, and at shearing time employs extra labour. 


Period Wages Sustenance Quarters Total 
Ist/4th July .. .. £8 0 0 £211 5 17 2 #11 8 


(4/7th of a week) 

5Sth/llth July.... 1400 410 0 110 0 200 
12th/18th ,, .... 1400 410 0 110 0 20 0 
19h/25th ,, .... 14400 410 0 110 0 2 0 


Total Wages .. #71 


8 
General exemption cad of £20: Deduct 71 8 7 


Amount on which tax is payable .. .. .. Nil 
SF ———_—__————— 
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August, 1941 
Period Wages Sustenance Quarters Total 
26th July/ist Aug. . £14 0 £410 0 £110 O £20 
2nd/8th Aug.... 14 410 0 110 0 20 
Oth/1Sth ,, ... 14 4100 1100 20 


0 
16th/22nd ,, ... 14 O 410 0 110 0 20 
0 410 0 110 0 20 


Total Wages .. £100 
General exemption > of £20: Deduct 100 


23rd/29th ,, ... 14 


Amount on which tax is payable .. .. .. Nil 


September, 1941 


(In this month shearing commences, and say three shearers averaging 
£10 per week and keep are employed) 

Period Wages Sustenance Quarters Total 
30th Aug./5th Sept. £44 0 0 #615 O £2 5 O £53 O 
6th/12th Sept... .. 44 0 0 615 0 2 4 6 53 0O 
13th/19th ,, ... 44 0 0 615 0 2-3 @ 53 
20th/26th ,, ... 44 0 O 615 0 25 0 53 

Total Wages .. £212 
General exemption 4 of £20: Deduct 80 


Amount on which tax is payable .. .. .. £132 


Tax @24% = £3 6 0 


Supplementary Payments to Members of Navy, Army and Air Force 

According to a recent press announcement the question whether or 
not payment representing the difference between military and civil pay to 
employees who are called up for military duty or who enlist in the 
A..F. are wages within the meaning of the Pay-Roll Tax Assessment 
Act is receiving Departmental consideration. 

The Commissioner of Taxation pointed out that up to the present the 
payments had been considered as wages and employers had been allowed 
a deduction for such payments in their income tax assessments. 

Mr. Jackson stated that if the payments were regarded as a gift they 
would be free of pay-roll tax, but an employer would not be permitted to 
charge them as an income tax deduction. 


Pensions, Retiring Allowances and Gratuities 
The Deputy Federal Commissioner of Taxation advises that the 
liability or otherwise of pensions, retiring allowances and gratuities is 
under consideration and advice in connection therewith will be furnished 
as soon as possible. 


Where Business Carried On by Branches 

Where an employer has branches of his business throughout a State 
and wages are paid at each of the branches, the employer is required to 
lodge one return covering the whole of the taxable wages paid or payable 
by him in that State. 

The Deputy Federal Commissioner advises that if the employer has 
an established place of business, at or from which wages are paid, in 
more than one State, he is required (unless required or permitted to do 
otherwise) to register in and lodge returns for each State separately. 
The general exemption, however, should be claimed only in the return 
for the State in which the head office of the employer is situated. 
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COLLECTION OF COMMONWEALTH INCOME Tax BY INSTALMENTS 

In Respect of Income Derived During Year Ended June 30, 1941 

Amending regulations have been made with reference to deductions 
to be made on and after August 1, 1941, from the salaries or wages of 
employees representing instalments on account of Commonwealth 
income tax on income derived during income year ended June 30, 1941 
(No. 120, of 1941). The amending regulations will come into operation 
on August 1, 1941. 

Deductions are required to be made each pay-day commencing with the 
first pay-day after July 31, 1941. 

Rate of Deduction—The rates of deduction in force from January 1, 
1941, to July 31, 1941, are cancelled, and the following rates now apply 
as from August 1, 1941 :— 

Where the salary or wages payable to an employee in respect of any 
week, or part thereof, exceeds £3/17/- the rates at which the employer 
shall make deductions from every £1, or part of £1 in excess of 10/-, 
shall be— 


Where the salary or wages exceeds £3 17 0 but does not exceed £4 0 


SPSS SSL PSS 


CONADAUUNS 


CONAANMnnl Lp 


cofossssss 


The following is a table showing t 
from each grade of income :— 


Weekly Earnings Weekly Deduction 
4317 0 to £4 0 Daa cet sa. ie” ia 8d. 

0 45 
4 10 
15 
0 
5 
10 
15 
0 
10 
0 
10 
0 
10 


0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
he 


amount of tax to be deducted 


COMBWNINANMNnns 


eye ey pepe 
i oaelinel 
eK hey NARO 


eoocoooocecece|eoooesosocoooocyec 
lionel 


» 18 10 ace <a! rad 

WINE. 62.46 xo a0 Gs. ins os ee Ge ho 
part of £ in excess 
of 10/-. 


1 
1 
1 
1 
1 
1 
1 
1 
1 
1 
1 
1 
1 
1 
1 
1 
1 
1 
1 
1 
1 
1 
1 
1 
1 
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Maximum Instalment Deduction—The maximum instalment deduc- 
tion shall not exceed 3/6 in £ per week. 

Rebate for Dependants.—Under the previous regulation, the rebate 
in respect of each dependant (as defined) was 5/-. The new rebate is 
at the rate of 3/- per week. 

Example :— 

A taxpayer, who is in receipt of a salary of £8/10/- per week, wholly 
maintains his wife and one child aged 12. The weekly deduction is :— 
Exceeding £8 but not exceeding £9: 8 x 1/10= 14/8 
Less rebate in respect of two dependants .. .. .. .. 6/- 


Amount to be deducted from weekly salary .. .. .. 8/8 


Dependant Declaration—Fresh dependant declaration forms must be 
furnished by employees to the employer showing the number of 
dependants (as defined) as at July 1, 1941. The new dependant rebate 
of 3/- per week for each dependant, operating as from August 1, 1941, 
is to be allowed in respect of the number of dependants as at July 1, 1941. 


Circumstances where employee may make dependant declaration 
direct to Commissioner—New sub-regulation (1A) of regulation 54B 
provides that, where the Commissioner is satisfied that, by reason of 
circumstances connected with the employment of any employee, it would 
be impracticable for the employee to furnish to his employer a declaration 
for the purpose of sub-regulation (1), the employee may make that 
declaration to the Commissioner, and the Commissioner may issue to 
the employee a certificate showing the number of dependent persons 
specified in the declaration and, thereafter, the exhibiting of the certifi- 
cate, during its currency, by the employee to a person who has been his 
employer for not less than four days in any week shall, in respect of that 
week, be deemed to be the furmishing of the declaration to the employer 
for the purposes of sub-regulation (1). 

New regulation 54E provides that an employee furnishing a declara- 
tion for the purposes of sub-regulation (1A) of regulation 54B shall 
complete and sign one copy of the form provided by the Commissioner 
or Deputy Commissioner, and shall forward the form to the Com- 
missioner or Deputy Commissioner with an application for the certificate 
referred to in the last mentioned sub-regulation. 





PRIVATE COMPANIES 
Commissioner “May” Assess Additional Tax 


Section 104 of the Commonwealth Income Tax Assessment Act pro- 
vides that where a private company has not . . . made a sufficient dis- 
tribution of its income of the year of income, the Commissioner may 
assess the additional tax as provided by that section. 

The Royal Commission on Taxation recommended that the limited 
discretion granted to the Commissioner in connection with the applica- 
tion of S. 21 of the 1922-1933 Act be removed (par. 197 et seq.). 
Parliament adopted this recommendation and the 1934 Amendment 
provided for the automatic application of the Private Company Tax 
provisions unless a company made a “sufficient distribution,” as defined. 

It will be observed that S. 31B of the 1934 Act and its successor, 
S. 104 of the 1936 Act, provide that the Commissioner may assess the 
Private Company Tax where there has been an insufficient distribution of 
the distributable income. The word “may” instead of “shall” was used 
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in order that the Commissioner should not be compelled to make an 
assessment of Private Company Tax where it would be profitless to the 
revenue to do so. 

But what is the position where it would be profitable to the taxpayer 
company not to levy tax under S. 104? 

A private company had a distributable income of £1,078, out of which 
it paid a dividend of £463. A “sufficient distribution” would have been 
£719, i.e., two-thirds of its distributable income. The company was 
assessed in respect of the undistributed amount, £256. The Com- 
missioner disallowed the company’s objection for the following reason :— 
“The law does not permit of the exercise of any discretion by the Com- 
missioner in regard to the application of the provisions.” Whilst, on 
the facts, the Board of Review disallowed the company’s claim, it 
expressed dissent with the Commissioner’s reason for disallowing the 
objection ( (1936), 7 C.T.B.R. Cas. 12). 

A private company made a large gift to a certain educational estab- 
lishment in respect of which it was not entitled to a deduction in cal- 
culating its taxable income. There was an “undistributed amount” and 
additional tax was levied. The Commissioner disallowed the company’s 
objection for the same reason as given in Cas. 12, supra. The Board, in 
deciding against the taxpayer’s claim, expressed the opinion that it is 
not mandatory for the Commissioner to issue an assessment in every 
case where there has not been a sufficient distribution, but the Board 
did not see its way to reverse the Commissioner’s decision in the present 
case. “It is not for the Board to grant concessions (practically equivalent 
to exemptions from tax) in respect of donations by ‘private companies’ 
out of their distributable income.” ((1936), 7 C.T.B.R. Cas. 13). 

In a later decision (December 3, 1940) the Board has resolved any 
doubts as to whether or not the Commissioner has any discretion under 
S. 104. This decision, which is cited in the Taxpayers’ Bulletin of March, 
1941, at pp. 133-4, over-rides the above-cited earlier opinions of the 
Board. 

The following are extracts from a majority decision of the board :— 


In an objection against an assessment under Section 104 the company claimed 
that it could not have distributed the sum of £542. The company explained, in 
support of the objection, that it was necessary to retain the whole of the taxable 
income for the recoupment of losses of paid-up capital and anticipated losses on the 
realisation of the company’s properties and for the payment of income taxes. 

The objection necessarily implies that the Commissioner’s power of assessment 
under Section 104 is discretionary and should not be exercised where it is established 
that the company concerned could not have paid the undistributed amount as a 
dividend to its shareholders. It is to be gathered that this view rests on the fact 
that Section 104 uses the word “the Commissioner may assess. .. .” 

In previous cases where an assessment under Section 104 (or the corresponding 
provisions of the 1922/1934 Act) was the subject of reference to the board, the 
taxpayers concerned claimed in effect that because of special circumstances they 
should be released from the tax so assessed. We have considered it sufficient to 
point out in such cases that the question whether serious hardship would result 
from the exaction of tax is a matter for consideration—not by the Commissioner, 
nor by this board—but by the tribunal appointed under Section 265. 

It is understood that, where the costs of assessment and collection would con- 
siderably exceed the tax assessable under Section 104, the Commissioner refrains 
from issuing an assessment. Apart from such administrative acts—which do not 
involve any discriminatory treatment of taxpayers—we do not think that the Com- 
missioner has any discretion which he can exercise in favour of a taxpayer. The 
statement of our opinion on this point will, it is hoped, clarify the position so far 
as Section 104 assessments are concerned, and obviate references on which the 
board feels that it is bound to confirm such assessments. 


In a separate decision, the third member of the board gave as his 
reasons for dismissing the company’s appeal :— 
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I agree that the company’s claim should not be upheld; but the reason for my 

agreement is that, in my opinion, the Commissioner is bound to make an assessment 
under Section 104 whenever the conditions prescribed by the section are found to 
exist. 
In its natural meaning, the word “may” has a permissive and not a mandatory 
sense, but the cases (these are referred to in Crates on Statute Law, 4th Edition, 
at pp. 254-6) show that where a statute prescribes that something “may” be done 
the power so conferred may be found, upon a proper construction of the relevant 
enactment, to be coupled with a duty to exercise it. 

In construing an enactment by which a power is so conferred, one is permitted 
and required to look at the nature and purpose of the thing which is to be done 
and at the conditions under which it is to be done. 

The nature and purpose of the Commissioner’s function under Section 104 are, 
I think, sufficiently indicated by stating that he is empowered to levy upon every 
company within a prescribed class the additional tax (if any) which would have 
been payable by its shareholders if a prescribed proportion of its income had been 
distributed to them. Amongst the companies of the prescribed class (i.e. “private 
companies”) the section itself makes no discrimination except that which arises 
from the existence or non-existence of the conditions prescribed for the exercise 
of the power of assessment. The Commissioner has no discretion in the ascer- 
tainment either of the prescribed conditions or of the amount of tax. In either 
case he has merely to make arithmetical calculations. 

These considerations satisfy me that the Commissioner’s power to assess under 
Section 104 is coupled with a duty to exercise the power. Were that not so, 
private companies which the Commissioner is empowered to tax would be liable to, 
or free from, the tax entirely at the whim of the Commissioner. That is not an 
overstatement, because, if the Commissioner has a discretion under the section, 
there is no express or implied statutory guidance as to the manner in which he 
should exercise it. He would have an unfettered discretion to discriminate between 
companies which he is fully empowered to tax, and the discrimination would result 
in the assertion of full liability in one case and the granting of full relief in another. 
He would have no discretion to grant partial relief where he considered that no 
more was justified in the circumstances. It is to be observed, moreover, that if the 
section empowers the granting of relief from the tax on any grounds the Com- 
missioner thinks fit, it overlaps the provisions of Section 265. 

In my opinion, it is not to be conceived that Parliament intended such extra- 
ordinary consequences as those described. 





Girt OF SHARES 
Whether Subject to New South Wales Death Duty 


A very important decision has recently been given by the High Court 
in Perpetual Trustee Company (Limited) v. Commissioner of Stamp 
Duties (New South Wales) [1941], 15 A.L.J. 27. 


Section 102 (2) (d) of the New South Wales Stamp Duties Act 
provides that the estate of a deceased person shall include any property 
comprised in any gift made by the deceased at any time, where bona fide 
possession and enjoyment has not been assumed by the donee immediately 
upon the making of the gift and thenceforth retained to the entire 
exclusion of the deceased, or of any benefit to him of whatsoever kind 
or in any way whatsoever. 

In the above-mentioned case, the deceased had settled certain shares, 
the trustees of the settlement being the deceased and four other persons. 
The shares were registered in the names of the trustees. The deed pro- 
vided for the income of the trust property to be applied towards the 
maintenance, etc., of the donor’s son until he became 21 years, when he 
was to become the absolute owner of the property. 

The High Court (reversing the decision of the Supreme Court) held 
that the trust property did not form part of the deceased’s estate for 
purposes of New South Wales Death Duty. 

Rich, A.C.J., said that the transfer of the legal interest to the settlor 
as one of the trustees did not come within the scope of S. 102 (2) (d). 
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His possession as trustee was merely incidental and was attached to him 
in his capacity as trustee and not as beneficial owner. 

In the opinion of Dixon J., the words “possession and enjoyment” 
mean beneficial possession and enjoyment, as distinguished from 
possession and enjoyment in a representative or fiduciary capacity. 





Form v. SUBSTANCE 


The speeches in the Duke of Westminster’s case (19 Tax Cas. 490) 
did not overthrow the doctrine of substance as against form, but they 
put the doctrine in its proper place. This change in the law is succinctly 
expressed in a recently reported judgment of the Master of Rolls 
(Mallaby-Deeley and another v. I.R. Commissioners [1938], 23 Tax 
Cas., at p. 167) :— 

“The doctrine has, in the past, been invoked for the purpose of treat- 
ing a transaction of one legal character as though it were a transaction of 
a different legal character, and, in so far as that doctrine was enunciated, 
certain observations with regard to it are to be found in the speeches in 
the Duke of Westminster’s case. But the method of approach to this 
problem which appears to me to be the correct one does not fall within 
any discredited portion of that old doctrine, but falls within its per- 
missible limits, because it does not involve putting upon a transaction 
between parties a character which in law it does not possess; it involves 
discovering what is the true character in law of the transaction which 
was entered into.” 





Wak-TIME (ComPANY) Tax 
Dividends Payable to Preference Shareholders 


Where a company, which has paid or is liable to pay war-time (com- 
pany) tax, pays a dividend or dividends on its preference capital out of 
the taxable profit of the accounting period, and the dividend or dividends 
exceeds an amount ascertained by applying the statutory percentage to 
the paid-up preference capital (referred to below as the “excess”), the 
company may deduct from the preference dividends— 

(a) that proportion of the war-time (company) tax which the excess 
bears to the amount remaining after deducting from the taxable 
profit -he percentage standard ; 

(b) the amount of war-time (company) tax paid or payable by the 
company, 

whichever is the lesser amount. 


Example (1) 

Company A’s taxable profit for accounting period ended June 30, 
1940, is £30,000, being taxable income of £33,333 less Commonwealth 
income tax payable thereon, £3,333. Its capital employed is £100,000, 
and the statutory percentage is 8 per cent. It pays a dividend of 10 per 
cent., i.e., £3,000, on its preference capital of £30,000 out of the taxable 
profit of the accounting period. 

The dividend so paid, £3,000, exceeds an amount ascertained by 
applying the statutory percentage (8 per cent.) to the paid-up preference 
capital (£30,000) = £2,400. The excess is therefore £600. 

The war-time (company) tax payable by the company on the taxable 
profit of the accounting period is :— 





THE AUSTRALIAN ACCOUNTANT 


Tax 
8 per cent. of £100,000 = £8,000 Exempt 
14 ,, 4 + £100,000 = 14,000 @ 30% £4,200 
Excess .. .. .. .. .. -. 8,000 @ 60% 4,800 


£30,000 £9,000 


Deduct super-tax 1/- in £ on £28,333 
i.e., taxable income, £33,333, less 


MS 60 do ae bn we eles 1,417 
Net war-time (company) tax payable £7,583 


The proportion of the war-time (company) tax payable by the 
company, £7,583, which the excess, £600, bears to the amount remaining 
after deducting from the taxable profit, £30,000, the percentage stand- 
ard, £8,000, viz., £22,000 is approximately £207. viz:— 

600 : 22,000 : : x : £7,583 = £207. 

Under S. 35 (a) the company may therefore deduct the sum of £207 
pro rata from the dividends totalling £3,000 payable to the preference 
shareholders. 


Example (2) 

Company B’s taxable profit for accounting period ended June 30, 
1940, is £9,000, being taxable income of £10,000, less Commonwealth 
income tax payable thereon, £1,000. Its capital employed is £75,000 
and the statutory percentage is 8 per cent. It pays a dividend of 
15 per cent., i.e., £8,250 on its preference capital of £55,000 out of 


the taxable profit of the accounting period. The dividend represents the 
current year’s fixed dividend of 5 per cent. together with two years’ ’ 
arrears. 

The dividend so paid, £8,250, exceeds an amount ascertained by 
applying the statutory percentage (8 per cent.) to the paid-up preference 
ao (£55,000) = £4,400. The excess is therefore £3,850 (£8,250 — 

4,400). 

The war-time (company) tax payable by the company on the taxable 

profit of the accounting period is :— 

8 per cent. of £75,000 = £6,000 Exempt 

Sw w an wane = 426 Sh tie 
PT cc ad: oo ee 40 a 750 @ 16% 120 


£300 
as rg super-tax 1/- in £ on £5,000 


taxable income, £10,000, less 
£5 000 . ie ; 250 


Net war-time (company) tax payable £50 


The proportion of the war-time (company) tax payable by the com- 
pany, £50, which the excess of £3,850 bears to the amount remaining 
after deducting from the taxable profit £9,000, the percentage standard, 
£6,000, viz., £3,000, is approximately £64. 

3,850 : 3,000 : :x : £50 = £64. 

As £64 exceeds the total amount of war-time (company) tax payable, 

viz., £60, S. 35 (b) applies and the company may deduct the sum of £60 
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pro rata from the dividends totalling £8,250 payable to the preference 
shareholders. 

It should be observed that the company may make a deduction under 
S. 35 from the dividends payable to its preference shareholders; it is 
not obliged to do so. 

Section 35 applies to dividends paid to participating preference share- 
holders. 

Thus in the first example the sum of £3,000 may have represented a 
fixed dividend of 6 per cent. and a further participating dividend of 4 
per cent. If so, the company would be entitled to deduct the sum of 
£207 pro rata from the dividends totalling £3,000. 

Again, it will be seen from Example (2) that S. 35 operates in a case 
where arrears of preference dividends are paid during the accounting 
period, because the test is not the year in respect of which the preference 
dividend is due but whether dividend is paid “out of the taxable profit of 
the accounting period.” 





Book Reviews 


A Guide to New Zealand Income Tax Practice: Financial Publications 
Ltd., Wellington, N.Z. Price, 8/-. 

Business houses with New Zealand interests will be glad to obtain the 
second year’s issue of this valuable commentary on recent taxation legis- 
lation in the Dominion. 

Last year the experiment was made with a book along the same lines, 
which met with such wide acceptance that the matter has been brought 
up to date. As in Australia, the New Zealand student or practitioner 
finds himself confronted with frequent changes in tax laws, and some 
guidance as to the interpretation of current legislation is of great 
advantage. 

This book, containing 187 pages of comment, fills the need, and may 
be commended to all those who are required to know the provisions and 
working of the latest taxation legislation in the Dominion. 

R. A. Hick1n. 


Whitcombe’s Simple Guide to the Commonwealth Pay Roll Tax. 
Whitcombe & Tombs Pty. Ltd., pp. 28, including Index. Price, 2/6. 


This little volume includes an explanation of the Provisions of the 
Commonwealth Pay Roll Tax, a ready reckoner for the calculation of the 
tax payable, and examples of the preparation of returns. 

The Act appears to be simple, but a closer analysis shows that it is 
not quite as simple as it looks. The explanations in this little publication 
are clear and comprehensive, and it will unquestionably be found very 


useful. 
A. A. FitTzGERALp. 
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Administration of Estates in Bankruptcy—lll 
By Norman S. YOuNG, A.I.C.A. 


Property AVAILABLE FOR PAYMENT OF CREDITORS’ CLAIMS 
(ConTINUED)! 
4. Personal earnings after bankruptcy. 

The trustee’s right to obtain contributions from a bankrupt out of the 
earnings or income derived by him after the date of the sequestration 
order is regulated by the provisions of S. 101 of the Act. 

At the outset it should be noted that the trustee’s right to receive such 
contributions is conditional upon an order being made by the Court on 
the application of the trustee. In other words, if the trustee cannot get 
a direction from the Court, then he cannot intervene. 

The trustee’s right is further restricted by the proviso to S. 101 which 
exempts certain specified receipts. 

In making an order the Court will have regard to a rule long estab- 
lished in bankruptcy that the personal earnings of a bankrupt do not pass 
to his trustee except to the extent that they are not required for the 
support of himself and his family. 

The onus of proving how much of the moneys referred to in S. 101 
should be retained by the bankrupt for the maintenance of himself and 
his family would appear to rest on the bankrupt himself. 

It has been held that portion of the allowance received by a member of 
the New South Wales Parliament should be paid to the official receiver 
for the benefit of the member’s creditors. (Stuart Robertson v. Lloyd, 
5 A.B.C. 267.) 

The provisions of S. 101 do not apply to a deed of assignment under 
Part XI of the Act (Re Barbaric 10 A.B.C. 291). 


5. Property acquired after bankruptcy. 

In addition to his personal earnings, a bankrupt may acquire property 
(See S. 4 of Bankruptcy Act for definition of the expression “property’’) 
between the date of the sequestration order and the date of the order 
of his discharge. This property belongs to the trustee in bankruptcy, as 
S. 91 (i) provides that the property of the bankrupt which vests in the 
trustee shall include :— 

“all property which is acquired by or devolves upon the 
bankrupt before his discharge.” 

In practice, creditors have been known to receive unexpectedly sub- 
stantial windfalls in bankrupt estates where the bankrupt, after the date 
of the sequestration order, but prior to obtaining his discharge, has 
received benefits under testamentary dispositions. 

However, it is a matter of practical difficulty to police the movements 
of a bankrupt during the whole course of his bankruptcy and although 
the bankrupt is under an obligation to account to the trustee for any 
property which he acquires before he gets his discharge, he may not do so. 

_If he acquires property and disposes of it the sale will be effective to 
give a good title to the buyer provided the latter is a person dealing with 
him bona fide and for value and provided the transaction is completed 
before any intervention by the trustee (S. 98(1)). 

The trustee is estopped as against subsequent creditors of the bankrupt 
from claiming after-acquired property if he permits the bankrupt to retain 
this property knowing that persons dealing with the bankrupt will be 
looking to such property for the payment of their debts. This exception, 

1. See March issue, pp. 59 and ff. 
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however, will apply only where there is positive evidence that the trustee 
or the estate creditors were aware of the bankrupt’s dealings with the 
subsequent creditors. 


6. Wives’ or Husbands’ property intrusted to a bankrupt. 

Shortly stated the effect of Section 85 of the Act is to postpone claims 
of husbands and wives in each other’s bankruptcy in respect of moneys 
lent or any estate lent or intrusted by the one to the other until the claims 
of all other creditors have been satisfied. 

The Section in full reads as follows : 

S. 85(1) Any money or other estate of the wife of a bankrupt lent or intrusted 
by her to him shall be treated as assets of his estate, and the wife shall 
not be entitled to claim any dividend as a creditor in respect of any such 
money or other estate until all claims of his other creditors for valuable 
consideration in money or money’s worth have been satisfied. 

(2) Where the bankrupt is a married woman her husband shall not be 
entitled to claim any dividend as a creditor in respect of any money or 
other estate lent or intrusted by him to her until all claims of her other 
creditors for valuable consideration in money or money’s worth have 
been satisfied. 

It is to be observed that the two subsections are substantially similar, 
varying only in that Subsection (1) states that money or estate lent or 
intrusted by a wife to her bankrupt husband “shall be treated as assets 
of his estate,” whereas these words do not appear in subsection (2). 
is submitted, however, that there is no practical difference between the 
two subsections, particularly in view of the interpretation given to the 
words in question by Clark J. Jn re Salmon 7 A.B.C. at p. 112. 

It should be noted at the outset that the section is directed at post- 
poning two distinct types of claims: 

(1) In respect of money lent; 

(2) In respect of property lent or intrusted by a wife or husband to 

the bankrupt. 

In certain circumstances it is the policy of the bankruptcy law to make 
available to the bankrupt’s creditors property which is in the possession 
of the bankrupt but which is owned by someone else (see S. 91 (iii) ). 

In his investigation of the bankrupt’s estate, the trustee will usually 
be able to ascertain without much difficulty whether a claim lodged by a 
husband or wife is for money lent. If it is, then the claim is clearly 
postponed. It is not every claim of a husband or wife which is deferred, 
however, and it is submitted that where a husband or wife guarantees 
the other’s bank overdraft and is called upon to pay under the guarantee 
either before or after bankruptcy, an effective claim can be lodged 
against the estate as the debt in such circumstances is not within the 
description of S. 85. Under the English Bankruptcy Law, the loan to 
be deferred must have been made for the purpose of the bankrupt’s trade 
or business, but no such distinction is introduced in the Australian Act 
and the purpose of the loan is irrelevant. 

The second type of claim which the Section seeks to defer is not a 
pre-existing debt but the value of any property which has been lent or 
intrusted by a wife or husband to the other and which is in the possession 
of the bankrupt. 

S. 85 does not state the date on which the property lent or intrusted 
is to be in the possession of the bankrupt to constitute it portion of the 
estate divisible amongst the creditors. Two alternative dates could be 
suggested, either the date on which the bankruptcy commences, which 
will be the artificial date fixed by the operation of the doctrine of relation 
back, contained in S. 90, or the date of the sequestration order. It is 
suggested that the latter date would be the correct one. 
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In dealing with the second class of claim it becomes necessary to 
consider the meaning which is to be given to the expression “lent or 
intrusted,” as the onus would be on the trustee of establishing in the first 
place that a lending or intrusting of the property had taken place. In 
this connection the judgment of the High Court in Davis v. Mackerras 
2 A.B.C. at p. 119 is helpful and the following extract from the judgment 
is in point : 

The word “intrusted” is undoubtedly a flexible word, and its signification 
conforms to the context and the occasion of its use. In S. 85 it occurs in 
an Act relating to bankruptcy, and in a section which is openly directed to 
protecting other creditors in preference to a claim by husband or wife in the 
other’s bankruptcy. Further the word “intrusted” is placed on a level with 
“lent” and the result of each is that the property so dealt with is “treated 
as assets” of the bankrupt’s estate, the lender or intruster being postponed 
to other creditors. This indicates that “intrusted” implies that some legal 
power of some authority has been conferred upon the bankrupt enabling him 
to use or dispose of the property as if it were his own, whether he is under 
any obligation or not to account for it or its proceeds to his wife. 

If the wife or husband holds security for the money lent to the bank- 
rupt, they are entitled to retain this security, and only the deficiency 
after the realisation thereof is a deferred debt. (Jn re Salmon supra.) 
It should be noted, however, that this decision is in conflict with that 
of Lukin J. In re Love 3 A.B.C. 24. 

Where a wife lends money to a partnership of which her husband is a 
member her claim is not postponed in the distribution of the joint estate. 
(In re Midlane Bros (Aust.) Ltd. v. Reid and others 3 A.B.C. 40.) 
Where a husband had lent money to his wife who was in business in 
partnership it was held that the husband was entitled to be paid the 
amount of his claim after payment of the wife’s separate liabilities but 
before any surplus was transferred to the joint estate for distribution. 
(In re McKee 1 A.B.C. 79.) Costs awarded to a wife in connection 
with an action taken by her to recover moneys lent to her husband prior 
to his bankruptcy are not deferred but can be proved in competition with 
the claims of the general body of unsecured creditors, notwithstanding 
that the debt itself is deferred (Jn re Saxton 8 A.B.C. 111). 


7. Miscellaneous 


(a) Hypothecated Property. 

In 1932 Subsection (iv) of S. 91 was incorporated in the Bankruptcy 
Act, principally with the object of preventing hire purchase creditors 
from retaining the benefit of instalments of hire, and also the property 
in the chattel hired, to the detriment of the unsecured creditors. Cases 
had arisen where the debtor had practically completed payment of the 
hire instalments before his bankruptcy, leaving only a small balance to 
be paid in respect of a chattel which was worth considerably more than 
the balance due. On bankruptcy the owner of the chattel hed determined 
the hire agreement, resumed possession of the chattel an i retained all 
payments made as being in the nature of hire, and not on account of 
purchase. 

Section 91 (iv) should be read in conjunction with S. 109, which is in 
the following terms : 

“Where any goods of the bankrupt are held by any person by way of pledge, 

pawn or other security, it shall be lawful for the official receiver or trustee 
after giving notice in writing of his intention to do so, to inspect the goods, 
and where such notice has been given the person holding the goods shall not 
be entitled to realise his security until he has given the trustee a reasonable 
opportunity of inspecting the goods, and of exercising his right of redemption 
if he thinks fit to do so.” 
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The exclusion of goods subject to a hire-purchase agreement or subject 
to a registered security from the property available for the payment of 
the creditors’ claims as set out in S. 91 (e) of the Act, is now made 
conditional on the right given to the trustee under S. 91 (iv). This 
right is exercisable as from the date of the sequestration order and not 
from the date of the commencement of his bankruptcy as defined in 
S. 90. In practice the trustee has in a sense a double right, firstly the 
right to redeem the hypothecated or partly paid for chattel, and secondly 
the right to require the secured creditor if he takes it upon himself to 
realise his security to carry out such realisation in a bona fide and proper 
manner. (See R. 235.) 

(b) Income subject to a restraint on anticipation derived from the 
separate property of a married woman who has been declared 
bankrupt. 

S. 5 of the Act provides that the provisions of the Act shall apply 
inter alia “to all debtors, including married women.” It is now no 
longer essential that a married woman should be carrying on a trade or 
business as a condition precedent to taking the benefit of or being pro- 
ceeded against under the Bankruptcy Act. 

It is enacted in S. 91 (f) that the separate property of a married 
woman the income of which is subject to a restraint on anticipation 
shall not become available for creditors, but this exemption is qualified 
by the provisions of S. 102 which enable the trustee in bankruptcy to 
make application to the Court for an order that the whole or part of the 
income subject to the restraint be released for the creditors of the 
bankrupt married woman. The Court, before making an order will 
take into consideration the means of subsistence available for the married 
woman and her children. 


PROPERTY NOT AVAILABLE FOR THE PAYMENT OF CREDITORS’ CLAIMS 

It has already been pointed out that a trustee in bankruptcy in realising 
the bankrupt’s assets for the benefit of his creditors can do so only within 
the limits of the statutory powers conferred upon him by the bankruptcy 
law and that in consequence he cannot sell such property as has been 
expressly exempted from the operation of the Act. 

The following summary sets out the principal assets which are not 
available for the payment of creditors’ claims. 

(1) Property held by the bankrupt in trust for any other person. 

(2) Policies of life assurance and annuities (these are not wholly 

exempt). 

(3) Tools of trade, wearing apparel, etc. 

(4) Property covered by a valid security (subject to the trustee’s 
right to obtain the equity of redemption or surplus upon realisa- 
tion). 

(5) Miscellaneous. 

1. Property held by the bankrupt in trust for any other Person. 

This class of property is expressly excluded from the operation of the 
Bankruptcy Law by S. 91 (a). 

If a bankrupt is in possession of property at the date of the sequestra- 
tion order, but in such circumstances that he is merely the trustee of such 
property for some other person the trustee cannot deal with such 
property, e.g., the bankrupt may be the trustee under a will and be in the 
course of administering the trust property when his own estate 1s 
sequestrated. 

The exemption of trust property, however, must be considered in 
relation to the doctrine of reputed ownership to which reference has 
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already been made. In certain circumstances trust property can be 
caught by the operation of this doctrine. 

If a debtor holds property in trust for some other person and in breach 
of trust has converted the trust property into some other form the 
cestui que trust can claim the converted property. (See re Ward & Co. 
10 A.B.C. 42 for a discussion on this branch of the law.) 

In business, merchants frequently issue a supply of merchandise to 
customers on consignment; the property in the goods is never acquired 
by the customer, and usually if he effects any sale he is under contract 
to remit the proceeds intact to the merchant, in due course receiving a 
commission for his services. Consignment stocks are rarely, if ever, 
within the reputed ownership provisions of the law, as the existence of 
such a system of issuing stocks is a well-known custom. Consignment 
stocks are therefore a typical illustration of the class of property which 
is excluded by S. 91 (a). 

It is essential that the trust property shall be capable of being dis- 
tinguished from the bankrupt’s own property. However, the Court will 
do everything possible to enable the trust property to be traced. (Re 
Hallett’s Estate (1880) 13 Ch. D 696.) 


2. Policies of Life Assurance and Annuities. 


In exempting assets of this class under S. 91 (b) and (c) Parliament 
has given recognition to the broad purpose for which assurance policies 
and annuities are taken out, namely, the provision of a fund that will be 
available for the dependants of the assured after his death or a permanent 
income during lifetime as a safeguard against inability to earn due to 
advancing years. 

To prevent the possibility that a debtor on the eve of bankruptcy may 
take out heavy insurances and prejudice his creditors by withdrawing 
substantial sums for the payment of premiums, it is provided that the 
trustee in bankruptcy shall have a charge against all policies of assurance 
or endowment to the extent of the amount of the premiums paid on 
such policies during the two years next preceding the date of the order 
of sequestration. It is to be observed that the charge is limited to actual 
premiums paid. This does not include bonus additions used for the 
purpose of keeping the policies alive during this period. (Lloyd v. Public 
Trustee (New South Wales) 3 A.B.C. 8.) 

If a debtor obtains a loan on the security of an insurance policy the 
trustee is not entitled to tender the amount of the secured creditor’s 
daim and obtain the benefit of the surrender value of the policy for the 
unsecured creditors (In re Cummins 7 A.B.C. 24). 

The collection of the two years’ premiums for which the trustee has 
acharge on the policy is a matter of some difficulty as the Act does not 
provide machinery for recovery, and if the debtor is not prepared to 
borrow the amount required to release the trustee’s charge, the estate 
may drag on indefinitely with this asset unrealised. Accident policies 
are not within the exemption provided by the section (Jn re Farley 
(1933) V.L.R. 271), but note conflicting judgment of Paine J. in re 
Ackland 11 A.B.C. 60. 

The exemption of annuity policies is made conditional upon the bank- 
tupt having been in receipt of payments thereunder for not less than 
six years, or alternatively the policy must have been purchased at least 
six years prior to the commencement of the annuity. The exemption 
is further qualified as it operates only to the extent that the policies 
do not provide for the payment of an annuity of more than £208 in the 


aggregate. 
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3. Tools of trade, wearing apparel, etc. 

Under S. 91 (d) it is only the bankrupt’s hand tools that are exempted 
with a limit in value of £50. If these are only worth, say, £10 he cannot 
make up the difference by claiming other assets having a value of £40, 
This exception was intended for the protection of workmen so that 
they might not be prevented from earning a livelihood with the imple- 
ments of their trade (Jn re Sharman (1915) 32 T.L.R., p. 231). 

In addition, S. 91 (d) permits the bankrupt to retain the “necessary 
wearing apparel, beds, bedsteads, and bedding of himself, his wife and 
children, and any sewing machine used for domestic purposes,” but he 
is not entitled to retain any of the household furniture unless the 
creditors by resolution so determine. 


4. Property covered by a valid security (subject to the trustee’s right 
to obtain the equity of redemption or surplus upon realisation) 

The bankrupt may be in possession of assets at the date of the seques- 
tration order upon the security of which he has previously borrowed 
money. If the security held by the creditor is in order the trustee’s right 
to deal with the hypothecated assets is subject to the rights of the 
secured creditor in respect of such assets. However, it has already been 
pointed out that in certain circumstances a trustee may be entitled to 
deal with the assets of a third person in a bankrupt estate where such 
assets are held by the bankrupt in circumstances which would bring 
the doctrine of reputed ownership into operation. 

The broad purpose of S. 91 (e) is to withdraw chattels and stock 
the subject of duly registered securities under State laws from the 
operation of this doctrine. S. 91 (e) leaves unimpaired opera- 
tion of State laws regulating the validity or otherwise of chattel 
mortgages, and if, for example, an assignment of book debts is not 
registered and no provision is made for registration in a particular State, 
S. 91 (e) does not avoid the assignment because it is not registered. 
Such an assignment is good at common law as a conveyance and if the 
assignee has served notice of his assignment on the respective debtors 
before the commencement of the bankruptcy he will probably have 
effectively shut out the application of the doctrine of reputed ownership. 

Where goods or stock are subject to a hiring agreement or a security 
the trustee by virtue of S. 91 (iv) is able to obtain the equity over and 
above the secured creditor’s claim by discharging or offering to discharge 
the amount owing. 


5. Miscellaneous 

(a) Rights defeasible on bankruptcy. 

A debtor may acquire rights to income or property which are to lapse 
if he is adjudicated bankrupt. 

It is to be observed, however, that a debtor, being the owner of 
property, cannot by contract, or otherwise, qualify his own interest by 
a condition, determining it, or controlling it, in the event of his own 
bankruptcy, to the prejudice of his creditors. 

(b) Rights of action which do not pass to the trustee in bankruptcy. 

The law enables a person whose reputation or feelings have been 
injured by the actions or conduct of another person to prosecute the 
person responsible for the injury and if he can establish his case the 
Court will award damages. This right of action, in certain circumstances, 
may have a commercial value, as in cases where a successful action for 
libel can be launched. The benefits of such an action cannot be claimed 
by the trustee in the bankruptcy of the injured person. 

Occasionally the right to litigate may arise from a tort or a breach 
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of contract resulting in damages both to the estate and also to the person 
or feelings of the bankrupt. In such circumstances the right of action 
will be split. The trustee in bankruptcy will be able to take action to 
recover damages to the extent that they relate to the bankrupt’s estate 
whilst the bankrupt can prosecute a separate action for damages to his 
person or feelings. (Cox v. Journeaux 8 A.B.C. 59.) If he succeeds 
he will be able to retain for his own benefit the amount of the award. 

As a matter of convenience the trustee and the bankrupt may join as 
plaintiffs in the one action in which case the damages will be assessed 
under the two separate headings. 





Will The War Affect Cost Accountancy ? 
By G. H. Grecory 


(A Lecturette to the New South Wales Division of The Australasian 
Institute of Cost Accountants) 


Facts which have been predominant in my mind when drafting this 
short article on Cost Accountancy, in the light of conditions as we know 
them, are :— 

(1) that I am addressing a gathering of Accountants and figure men, 

(2) that there is a paramount need to establish the Cost Accountant 

in industry, 

(3) that Accounting terminology has been very cruel to some Cost 

Accountants whose work is not Cost Accountancy, but Control 
Accountancy, and much confusion is being caused by this fact. 


Therefore, in any suggestions which are made, naturally I must keep 
to facts which are within your scope and power to consider. 

There is no doubt whatever, that Cost Accountancy has a tremendous 
future, in fact, in time there will-be no manufacturing business operated 
without its aid. The War will call for unity and closer co-operation 
between practical and theoretical minds in industry, and Cost Account- 
ancy will supply this need. 

The War has materially affected the outlook of most manufacturers. 
The manufacturing industry in this country has been called upon to 
handle a far greater volume of trade than would have been thought 
possible several years ago. 

In fact, it is not unlikely that we will be called upon to manufacture 
for export those commodities which have been classified “luxury goods” 
in England, and have accordingly had to give way to war time needs. 

Contracts which have been placed abroad by other countries may drift 
our way. This is extremely likely, more particularly, as America is so 
busily engaged in producing the war-time needs of the Empire. So are 
we, for that matter, but America is closer to England than we are, and 
shipping these days is a matter which must be brought into consideration. 

A practical instance of this is given in the large order for boots recently 
placed in Australia by the Indian Army. 

Imagine the cost recording, material control, accounting for labour and 
distribution of overhead—(for we must run our country’s manufacture 
economically), for producing 40,000 pairs of boots per week by our 

manufacturers, in addition to a normal production and our own 
army requirements. 

In our machine shops, munition factories, and in every branch and 
avenue of production, whether it be hardware, soft goods or foodstuffs, 
the wheels of industry are revolving at an ever-increasing pace. 

















294 THE AUSTRALIAN ACCOUNTANT JULY 


If it is likely that we will be called upon to supply, unaided, the entire 
fighting forces of South Africa, India, Malaya and New Zealand, in 
addition to our own standing armies in Malaya and equip our own Home 
Defence forces, imagine what manufacturers have to face. With the 
present output of our factories, and our existing organisation for its 
economic control, such an order as this could not possibly be handled. 
For it must be borne in mind that workers must be clothed, they must 
eat, they must have relaxation, and our imports are negligible. 

All this must be accomplished notwithstanding labour difficulties and 
it would seem to me that, if the war continues for a long time, we will be 
forced here, as has been the case in England, to substitute war production 
for work of a less important or luxury nature, and place womenfolk into 
jobs which hitherto have been classified as men’s jobs. 

There are several aspects of industry which should be borne in mind 
by all those who associate themselves with Cost Accountancy and Pro- 
duction Control, whether they be Engineers or Accountants, and that 
is :— 

That after the war there will in all probability be more people in 
Australia than before, and this will call for an expansion of our 
peace-time secondary industries. 

That it is obligatory for those who are not directly connected with the 
fighting forces to keep abreast of modern methods of control in 
industry so that we may achieve the utmost results from the efforts 
of labour. 

That at some subsequent date, many industries which are working 
now at full pressure, will not continue to be doing so, and that 
others which are not now existent will come into being. To meet 
this eventuality, a vast store of knowledge will need to be built up 
and maintained in the interests of industry, its future proprietors, 
and the employees. 

The remarks submitted are intended to convey the fact that Cost 
Accountancy has a future. It is a new science of which far too little is 
known, in fact, it can be definitely said that those who are exploring its 
many intricacies are doing so under extreme difficulties. Cost Accountancy 
has not yet attained a satisfactory place in industry. The Cost Accountant 
to-day is no more than the Cost Clerk—if he has executive authority, he 
would in all probability be known according to some other title. Cost 
Accountants are partly Accountants, and partly Engineers, with a 
tremendous spattering of something which is very practical. Too much 
theory in Cost Accountancy defeats its worth and makes it what is now 
only too often referred to as too impracticable. 

The War will do much to establish a place in industry for the Cost 
Accountant. The need for maintaining production notwithstanding the 
depletion of staffs will lead management to think in terms of production 
control and, hence, Cost Accountancy. The work of the Cost Accountant 
is intermingled with that of the Production Manager or Factory Super- 
intendent, and it is just this overlapping which must be faced by those 
who endeavour to establish the Cost Accountant, for overlapping of duty 
or responsibility means dual control, and this is not conducive to the 
furtherance of a business. I cannot agree that the Cost Accountant could 
ever be part of the factory staff, nor can I agree that it is right to release 
a purely figure man into the factory. The Cost Accountant is an office 
man (in the sense that “office” means more theoretical than practical), 
carefully selected, and it is his duty to report to the management on the 
position as he finds it, rather than to attempt himself to rectify it, or to 
criticise the methods which are adopted to achieve the standard require 
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ments. He is interested in the margins created between the Actual and 
the Standard, and if he frames his reports and groups his figures 
correctly he will automatically mould the whole procedure to his require- 
ments and a satisfactory result will be ensured. 

Cost Accountancy does more than direct a policy, it measures the 
anticipated requirements of its policy with the actual facts and then 
reconciles the whole position to the Profit and Loss account and the 
Balance Sheet. Cost Accountancy is the link between the practical 
application of theories and their result expressed in terms of Profit or 
Loss. 

It is the gradual realisation of the need for a more practical training 
to meet the ever-increasing demand for more and more efficiency in 
industry which has prompted the University in connection with its 
establishment of a chair for “business management.” You will probably 
remember the excellent series of lectures which were given under 
Professor Mills’ direction last year. The Cost Institute and the Com- 
monwealth Institute of Accountants have arranged lectures on Cost 
Accountancy and Budgetary Control for their members and students. 

To a gathering of commercial men, it seems hardly appropriate to say 
that Cost Accountancy is principally the concern of the professional 
Accountant. However, this is actually how I view this matter. There 
are three distinct approaches to Cost Accountancy, they are—re- 
organising preparatory to installing, installing, and maintaining the 
system once installed. 

Quite recently, I published a book on Standard Cost Accounting and, 
in reviewing the book, the Australasian Manufacturer (which is purely 
an engineering publication), said: 

We would join issue with Mr. Gregory when he advocates that a Cost Accountant’s 
authority should not be subordinate to the Factory Manager, etc. Such implications 
that he should have authority to over-ride key-men of the Factory is open to con- 
siderable criticism, etc. Outstanding aptitude towards Engineering and Accountancy 
is seldom found in one individual. The most desired effect should exist when com- 
parative authority does not enter into the picture. This idea of subordination 
among subordinates savours grotesquely of that same officialdom which seems 
necessary to clothe Company Auditors. It is unpalatable. 

To which I answered in the Australasian Manufacturer under date, 
April 1940: 

The Cost Accountant who installs a system is not usually the man who maintains 
it. For him, Cost Accountancy can be regarded in no other light than that of a 
declining industry, because the more perfect the system he installs, the less Cost 
Accountancy there is to be done. To liken his semi-officialdom to that of the 
Company Auditor, is, in my opinion, to hit the nail on the head. The installation 
of Standard Cost Systems is essentially a matter for the Professional Accountant. 
The Cost Accountant, who maintains a system once installed, could hardly be 
placed directly subordinate to the Factory Manager, for is it not the reflection of 
this executive’s work which his figures are intended to prove or disprove? Is he 
not more or less carrying out an audit of the Factory procedure along lines which 
have already been predetermined ? 

Mr. A. A. Fitzgerald, in his review in The Australian Accountant, 

Says, in referring to the above: 
The point is one of considerable practical importance. Unquestionably, team work 
in a business is a vital ingredient of efficiency, yet it is surely not made unattainable 
by a definition of responsibilities. And it is certainly true that the most valuable 
work of the Cost Accountant is that which is in essence an audit of the Production 
procedure, 

There are a number of other matters dealing with the link between 
the Cost Accountant and the Accountancy profession, some of which 
are included in my letter to the Editor of The Chartered Accountant in 
Australia and published in December of last year. 

You will observe that it is ever in my mind that the Cost Accountant 
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and Cost Accountancy as a profession should be recognised and 
established even though due to the War and other difficulties which exist 
at the present it may not be possible to go further than this. 

A system of Cost Accounting will not in itself make profits—profits are 
merely the difference reflected in the Balance Sheets of two periods, 
What the system will do, if it is properly directed, is to provide some 
basis which can be used by management to ensure that the most satis- 
factory results are obtained. 

It is my opinion that the Cost Accountant in the early stages of his 
work should be more or less independent of his employer because he may 
lose confidence due to criticism which in reality is not merited. A 
management does not usually employ staff with no particular designation 
(and that is the position of a Cost Accountant to-day) to advise them 
how to direct their own policy, but they are quite accustomed to the 
Auditor lending a helping hand. 

As it is at present, there are few professional Accountants who could 
devote any time whatever to consider anything more than how to main- 
tain their clients’ ordinary audit work. Depleted staffs have caused 
Accountants considerable concern, and I am inclined to think that much 
of what we consider should be done will in reality not be done at all 
because of this fact. 

From my own practical experience as Accounts Manager of one of the 
large factories in this State, I say, unhesitatingly, that the effect of the 
War on the Cost Accountant is to render it almost impossible for him to 
do otherwise than carry on as before. The difficulty of filling positions 
as they become vacant is increasing, and will continue to increase. Not- 
withstanding this, as I have already pointed out, the importance and 
volume of his work must go on. 

This leads us further to consider the extreme difficulty which will be 
experienced by the many large-scale war-time manufacturers now coming 
into existence. We, as Accountants, are beginning to know the impor- 
tance of Manufacture as we never knew it before. Our Munition and 
Aircraft factories are a revelation—they provide considerable matter for 
thought. Whoever could have anticipated several years ago that 
thousands of Australians would have been engaged in the manufacture of 
Aircraft within several years ? 

Having linked industry and Cost Accountancy, we might now pause 
to consider those unfortunate men among us who have had their Cost 
Accountancy studies so materially upset either through enlistment or 
home training camp. Not only are they in trouble with their examina- 
tions but their work is of a type which calls for close, careful and con- 
tinuous concentration. If it is necessary to replace them, which it 
undoubtedly is, while in camp, then much of their future planning has 
been lost. The significance of this remark will be realised when one 
considers that planning is nothing more or less than estimating or 
anticipating future results. 

As the Cost Accountant usually divides the compilation of Cost 
between the elements of Material, Labour and Overhead, we might now 
consider briefly how the War will effect these elements of Cost from the 
point of view of figure control. 

Material—upset and delay in supply of material, substitution and 
constant variation in price, seems to be the main difficulty to be sur- 
mounted by the Cost Accountant. 

In some industries there has already been a considerable change-over 
of the operations. Take for instance, the tailoring trade, where the 
difficulty of obtaining a constant supply of material meant that the 
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ordinary production of overcoats and suits has been materially affected 
in favour of garments to be made up from military cloth. The cloth is 
different, the method of obtaining and handling it is different, and the 
operations are different. This indication is only one of thousands, but 
in each case the whole of the structure controlling material and its use 
must be brought into line with present requirements. 

When anticipating costs and planning production, the Cost Accountant, 
naturally, must depend to a certain degree on things happening to plan. 
Material in war-time is usually scarce and in some instances, not pro- 
curable, so that all this and more, must be taken into consideration, 
otherwise the policy and procedure may drift a long way. Because of the 
necessity for employing new and probably inexperienced hands, the 
quantity of waste material will need careful scrutiny. If expenses are 
absorbed according to a percentage of the material cost, then it should be 
seen that the amount per cent. is varied according to circumstances. A 
very careful watch on the control and use of supplies and spare parts 
will be necessary due to the almost impossible task of replacing them. 
Delay in repairing plant will tend to reduce output or, on the other 
hand, will increase cost by overtime to ensure ultimate capacity. Material 
is one of the most important factors for consideration by the Cost 
Accountant at any time, for without material there could be no labour 
effort. 

Labour.—A scarcity of skilled labour and, for that matter, also the 
difficulty of getting unskilled labour, may tend to slow up production 
and thereby create increased back orders. This position is accentuated 
by the fact that production itself is usually broken up into separate jobs 
or lots, each probably calling for prior attention, and each probably 
calling for a certain required distribution of skilled and unskilled labour. 

Overtime plays a big part in the speeding up of production but, in this 
connection, it must be remembered that it fatigues the workers and that 
is just what we do not want to’do at the present time. Although it is a 
very difficult matter at the present time to abolish overtime, it must be 
remembered on the part of the management that long hours of close 
concentration lead to depression. From the point of view of the workers’ 
earnings, it must be remembered that if he is continuously working over- 
time, he is being paid at a higher rate than would apply in the event of an 
ordinary 44 hours’ week. Overtime costs time and a half in the majority 
of instances and this may increase to double time—tea money in some 
instances has also to be paid, and in the case of junior workers the 
amount of tea money may closely approach the total cost of overtime 
incurred. 

It will be seen how obligatory it is upon management to adopt a 
carefully-planned procedure, otherwise we may find industries expand- 
ing, probably unnecessarily, and probably without a reasonable chance 
of obtaining labour for the new work. 

In this connection the Cost Accountant can be of tremendous value 
because he really stands between the workers and the management, and 
the management needs the confidence of the workers. 

It may be opportune here to explain to you that Cost Accountancy 
provides a means of management to manage by a study of variations 
only. In the light of modern methods and with an ever-increasing call 
on the attention of those in charge, it becomes an essential feature of 
management that only those factors which vary from a given policy or 
line of procedure should be brought forward for final consideration. The 
procedure itself can be defined as the policy and this is usually otherwise 
controlled. The Cost Accountant will take a very large place in setting 
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up the standard of requirements and for this reason there will be an ever- 
increasing responsibility in connection with his performances. 

Bonus systems as an incentive to workers are usually sought after 
whenever a speeding up of production is desired, but here again con- 
siderable thought and precaution needs to be adopted, otherwise the 
bonus system may do more harm than good. For instance, there is 
frequently an antagonistic attitude on the part of trade unions to a 
bonus system; the system must appeal to the unions as well as being 
endorsed by the employees. Considerable knowledge is needed by the 
man who is to direct the installation of a wage incentive system, a 
knowledge which will enable him to set up conditions which result in 
maximum benefits to the employer and the employee. The conditions 
should enable the worker to see that definite rewards and accomplish- 
ments follow regularly as the result of hard and efficient work. 


Overhead.—Considerable caution should be exercised when spreading 
the overhead, not only to make sure that there is an equitable spread but 
also to know that it is adequate. The majority of items which usually 
come under the heading of overhead are constantly increasing in cost in 
war-time, and the Cost Accountant should not lose sight of this fact. If 
the overhead is absorbed into Cost as a percentage of Labour cost then 
adequate precaution must be taken to ensure that it is not unduly 
increased because the same percentage is being worked on a higher basic 
figure. 

This matter is one which requires the very careful attention of manage- 
ment at the present time, due to the operation of the Price-Fixing 
Commission. Manufacturers need to watch very carefully that any 
reduction in the rate for variable overhead takes full cognisance of pro- 
portionate increases in the overhead itself due probably to the fact that 
much of the overhead may represent indirect wages, etc. As the volume 
increases, so must the fixed expenses proportionately reduce when 
expressed in terms of the unit produced. We have already instanced the 
boot manufacturers—no doubt, their considerably increased volume will 
mean proportionate reductions in rate of overhead per unit, particularly 
as this trade is one wherein machinery takes an important part. All 
these, and many other matters, need careful watching by the Cost 
Accountant. Budgeted estimates of expenditure should be carefully 
followed in order to know that the actual outgoings do not exceed the 
total amount allowed and provided for in costs to cover overhead. 

From the above more or less brief remarks you will have gained the 
impression that Cost Accountancy has a tremendous future. This is the 
intention which I intend to convey, for I feei that it must have greater 
support if it is to be successful and I consider that Cost Accountancy for 
Australia is a national necessity. I would also stress the point here of a 
need for a carefuliy planned investigation into the best methods for 
approaching Cost Accountancy from the point of view of the individual 
and I think that this investigation should be sponsored by several of 
the leading Accountancy Institutes working in conjunction. This we 
owe to those who are away now, and the many more who will be going, 
as well as those who are otherwise occupied on war work, but who later 
on will be back to carry on in industry. It is our duty to establish the 
Cost Accountant in industry as soon as possible. 

A suitable control of Income Tax was deeply rooted into the Account- 
ancy profession as the result of the last war. Up to date it has not been 
generally realised that Cost Accountancy will replace Income Tax this 
time. 
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Selection and Training of Foremen 
By R. A. HICKIN, A.1.C.A. 


In recent issues of the Journal the attempt has been made to set out 
what is considered to be the correct attitude to the employment question 
—a very pressing question at all times, but particularly so when the 
standard of personal efficiency of a staff is lowered, as at present, by 
the use, to replace men in the Services, of relatively inexperienced and 
immature help. It is common experience to-day to find positions of 
responsibility, demanding skill and reliability, filled by men and girls 
whose training and previous experience have not fully prepared them 
for the work, which nevertheless must be done. Under such conditions 
it becomes imperative to bring into service as a matter of urgency, such 
plans for staff training as have justified their use by other organisations, 
so that the present lowered efficiency may be improved, with the 
minimum amount of disorganisation and dissatisfaction. 

This series of articles would not be complete without a thoughtful 
discussion of the position and responsibilities of foremen and minor 
executives. It is almost useless to spend money and time training a staff 
if the correct oversight of their work, after graduation into the office, 
or other work-place, is not provided for. Proper training goes on ad 
infinitum—there is never any time when staff are not being trained in 
some way, even if only by the constant example of the next-in-charge. 
If the methods taught in the lecture hall and the class-room are ignored 
by the foremen or given mere lip-service in the shop or the office, the 
thought and effort expended in the training period has been wasted; 
cynicism on the part of the foremen or overseers, a lazy refusal to enforce 
standards and methods unless under the direct eye of the management, 
will undo all that has been done. So important is it that the selection 
and training of the foremen themselves be given proper attention. 

Primarily, the quality required of foremen generally is the same as 
that which is looked for in an executive, namely, the personal aptitude 
for leadership. Without this, the best of foremen will fail to get the 
work out of the staff, or to gain their co-operation in other ways. It is 
the “open sesame,” the magic key that unlocks all doors, and it should 
be cultivated above all else. 


SELECTING FoREMEN 


Unquestionably the best field to draw upon, provided the men offering 
are suitable, is the workshop itself, or office, as the case may be. And 
this for several reasons. An important one is that selection from existing 
staff stimulates ambition and raises and maintains hopes of advancement 
among the employees generally. This point has received ample emphasis 
in earlier articles so that it does not require further stress at this stage. 
Another reason why this method of selection is best, other things being 
equal, is that in this way men are secured who have themselves been 
trained and have had experience in actually doing the work which it will 
henceforward be their duty to supervise. 

Throughout this article, the term “foreman” shall be understood to 
comprehend all supervisors below the rank of executives, whether in 
factory, office, or shop. This should be clearly understood, particularly 
in connection with these remarks under the heading “Selection,” because 
substantially the same basic considerations will apply whenever a super- 
visor is being chosen, for whatever department of the enterprise. What 
is primarily wanted in such a man—or woman—is the capacity to lead. 
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In days gone by a foreman was something of a sergeant-major on the 
parade-ground, bawling his orders and holding his circle of employees by 
the strength of fear. Thanks to a more humane and enlightened under- 
standing of staff matters in this twentieth century, this is no longer true, 
in the main. Undoubtedly there are still reactionaries in this as in so 
many other things, but fortunately they are merely the exceptions to 
prove the rule. The foreman of to-day must still be able to command 
obedience in the office or shop, but his methods will be different from 
those prevailing some years ago. He must be a man who will realise that 
his relationship with the operatives to be placed under his direction 
must be based on something stronger and more enduring than the fear- 
motive—a man who is prepared to be instructor, guide, and friend to 
the men and women in his section, in relation to all the details of their 
work. 

It has already been said that, other things being equal, the best and 
fairest way of getting foremen, when they are needed, is by selection 
from among the rank and file. This, one feels sure, is readily acceptable 
in principle by the vast majority of employers, but very often, when an 
earnest effort is made to do this, it is found that the men and women are 
not fitted for supervisory duties. It is all a matter of training. If provision 
is made for promoting ambition and developing ability within the 
organisation there should be no need to complain of insufficient talent 
when the need for another foreman arises. 


STAFF TRAINING FOR FOREMANSHIP 


How is this to be done? The answer depends very largely upon the 
size of the business. If, for example, the enterprise concerned is a 
works with a staff of hundreds of employees, or a public shop with a 
large number of salespeople, the obvious and best method is by organised 
training classes, conducted regularly, to which all who are interested are 
invited to come. In most cases it would be possible to apply the same 
method, with modifications, to smaller concerns, with only thirty or 
forty employees, though in such a case the scope for advancement is 
restricted. There is no reason why the kind of training given new 
employees, viz., lectures, classes, etc., should not be equally suitable for 
aspirants for promotion, as well as for those who are learning the details 
of operations or duties to be individually performed. Particularly useful 
in foremanship training should be the regular classes and debating circles, 
in which a period of instruction, both psychological and practical, is 
followed by a question-hour and a reasonable opportunity for group 
discussion. Talent is often brought out in this way, and so much of a 
foreman’s success depends upon his ability or otherwise to convey 
instructions and ideas clearly to others, that the open debate and 
discussion can be a very useful part of the process of selection. 

After preliminary instruction is given in handling men and women, 
the aim of the training should be to familiarise the foreman with the 
duties which he is to supervise, if he has not already performed them 
himself. This should involve a thorough instruction in the reasons for 
performing operations in a certain way. Where the operations can be 
made a matter of motion-study, and most operations can, the method of 
performing the work will already have been established upon sound lines. 
Otherwise whatever method is employed should be capable of justifica- 
tion, for some employees are argumentative, and the foreman will need 
to be fully conversant with the method, and in agreement with it, if he 
is to be expected to secure conformity in the shop. The same applies to 
clerical work. There are certain established methods of attending to 
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routine bookkeeping, and these methods, which are not based on 
arbitrary judgment but are the result of much experience, must be 
followed if the best work is to be done. 

The above is written to emphasise particularly the necessity to school 
the embryo foreman in the methods in use in the company itself. Where 
no principle is involved, methods are largely a matter of opinion. In a 
progressive modern organisation, however, the establishment of methods 
of procedure should not be left to the whim of individuals: it should 
be the responsibility of the management to lay down the manner in which 
an operation is to be performed, and it is then the foremen’s duty to see 
that the work is done in accordance with instructions. Accordingly, the 
foremen themselves should be left in no doubt as to the management’s 
view in the matter. Instruction in “motions” or methods is a fundamental 
part of training for foremanship. 


WorkKING ForREMEN 


It may be the policy of the company to make its foremen supervisors 
only ; in such case they will be in the position of minor executives, their 
only direct knowledge of the routine or details coming from the past. 
In other cases, the foreman will be a worker also, sharing the actual 
work of the others, as well as supervising their efforts. Just what is the 
best method can only be decided on the spot, after a review of the work 
and of the kind of help available. In large groups, or where the work 
is of a highly intricate nature, demanding constant oversight, undoubtedly 
the foreman should be free of routine himself in order that he may give 
his full time to supervision ; where the work is less specialised, however, 
or the number of operatives in a unit comparatively small, demanding 
only a general oversight, the most economical arrangement as well as 
the best for the effect of example, is for the foreman to share the work 
of the others. What must be avoided at all costs, in an enterprise 
conducted along democratic lines, is having overseers without enough 
demands upon their time to keep them profitably engaged. If a person 
in a position of control has too much to do, the standard of work and 
discipline will inevitably deteriorate ; on the other hand, half-idle foremen 
and overseers are themselves a bad influence on the rest of the staff, and 
tend to interfere too much; it is the province of management, in making 
such determinations, to find a happy mean between the two extremes. 


DuTIEs OF FOREMEN 


Supervisors, whether their work be clerical, selling, or production, 
have three main duties which are all-embracing. These are instructing, 
policing or supervising, and recording. The extent to which the foreman 
engages in these three kinds of work depends upon whether he is 
expected only to supervise or to work also. Obviously, if he is expected 
to fill his working hours very largely with manual work, or clerical, as 
the case may be, the time available for instructing and policing the work 
of the others and keeping records will be restricted considerably. The 
more fortunate foreman, who has the status of a minor executive and is 
therefore able to do full justice both to his duties and to himself, is in a 
position of greater responsibility and is able to give the necessary time 
to his true functions. What follows is written with such a man in mind. 

The purpose of industry is to make profits for its shareholders. To do 
this it must produce and market its goods, and administer the “business” 
side in an efficient manner. In each of these three subdivisions of modern 
enterprise there is room for leaders of varying ranks, but each with a 
somewhat similar job to do: that is, to see that others do their work 
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conscientiously and correctly, so that the goods are produced or 
marketed, or the transactions recorded and followed up and reported 
upon, with the maximum of efficiency and the minimum expense. Such 
men as these are here conveniently called foremen, though in practice 
they may be known in their organisations under many different names. 
It is such responsibilities as these that may be considered under the 
three heads given above. 





INSTRUCTION 


As mentioned earlier, most foremen would be passed through an 
intensive course of preparation before being permitted to control and 
supervise the activities of others. They should emerge from this training 
with their faculties sharpened, their ambition keen, and their minds 
instructed in all that is necessary for them to know. They will have 
received helpful psychological guidance, both in their own attitude to 
their duties, to the company which employs them, and to the operatives, 
as well as sound training in methods of leadership and control. This 
might be called their basic or fundamental training. Further, the course 
would have proceeded to prepare them for the actual floor-work of 
supervising, including a thorough detailed instruction in the processes 
and methods to be pursued in production, marketing, or accounting, 
according to the nature of their duties. This would provide them with 
the knowledge to enable them satisfactorily to instruct new men, or to 
follow on the training given new employees in the training centre, and 
to ensure that the operations which are to be performed by the operatives 
under their supervision will be properly carried out. And, finally, they 
would have been told what records should be kept, and instructed in the 
proper manner in which they should be written up. 

What methods of instruction should a foreman employ? Should he 
regard himself as an instructor in the same way as the leaders in the 
training classes? Generally speaking, the answer is “No.” Men like to 
feel, after their intensive training is over, that they are “out of school,” 
and able to take some intelligent share in doing their jobs properly. The 
foreman should be a guide, rather than a teacher. The distinction may 
be a subtle one, but it is worth noting. Furthermore, the men are now 
installed in their jobs to work, not to carry on the full-time training 
which was the chief characteristic of their novice days. As a general 
rule, the advice might be given the supervisor to interfere with the 
operatives as little as possible. He should be constantly with them, but 
should allow them to do their work without undue advice. The time to 
take an employee aside or to interrupt his work is when he shows 
himself to be backward, slow, or to be working at a disadvantage by 
reason of having failed properly to grasp the methods to be employed. 
But in most other cases any slight defect can be corrected less obviously ; 
no man likes to feel that others know of any failure on his part, or 
inability to keep up with the standard performance laid down, which 
others are achieving. An overseer should always think beforehand of 
the possible effects which any contemplated action of his might have, 
rather than regret them afterwards when it is too late to repair the 
damage. 

On the other hand, a foreman who is constantly on the spot will be 
called upon by the men from time to time to suggest a way out of a 
difficulty ; or to listen to suggestions from the workers themselves, who 
should receive all possible encouragement to use their brains as well 
as their hands, in carrying out their appointed tasks; or to discuss with 
an individual some aspect of his or her work. These are golden oppor- 
tunities for instruction, as in such cases the operatives are ready to listen, 
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or to enter into discussions, without the embarrassing feeling that they 
are “in school.” A bond of common interest is active, and hints might 
be given, and instructions issued, which will be remembered when formal 
teaching has long been forgotten. The alert overseer is constantly on the 
lookout for opportunities of gaining the friendship of his men, and, in 
this way, of helping them to take an ever greater interest in their work 
by encouraging their efforts and helping them out of difficulties. The 
personal bond is the strongest, and should be cultivated assiduously. 

Let there be constant instruction; but make it as unobtrusive as 
possible. That is the golden rule for foremen. 


SUPERVISING 

With well trained operatives, there will be little need for the foreman 
to spend time instructing and advising. What he will be principally 
concerned with is getting the volume of production or work required 
out of the staff. Here again much depends upon their training. If the 
proper emphasis has been placed, during the training period, upon the 
attitude to their work, and the necessary incentives are there, the foreman 
or supervisor should not have to “drive” the staff at all—he will find 
that what they have learned and what they are seeking to achieve will 
ensure their attention to the tasks before them, without the necessity of 
detailed supervision of the work. 

Unfortunately, however, the training given is often defective, and 
ambition insufficiently strong. Both have to be improved before the 
claim could be made that the employee is 100% efficient. Effective 
foremanship is the proper corrective in such a case, unless it is considered 
that a man’s standard is so low as to make it necessary to return him to 
the training centre for further preparation for his duties. Failing this 
drastic measure, the foreman must consider what his attitude should be in 
the individual case. Is it a matter for instruction, advice, or discipline? 
On the answer will depend what steps the foreman will take. There is a 
time for each, and the wise foreman will judge the time correctly, after 
a careful diagnosis of the case. If the employee entirely fails to respond 
to the treatment given, there will be one of two alternatives open to 
the supervisor. Either he will have to return the operative to the training 
centre, or pay him off. 

RECORDS 

The foreman will not be expected to be a book-keeper, but he must 
have received sufficient training in the keeping of necessary records to 
ensure that such records will be properly written up so that it will not 
be necessary for someone else to have to check them. Chiefly, the records 
kept will relate to payroll, performance, and production. The first will 
take account of the time each employee spends at his work, and the 
scale of wages to be paid, e.g., ordinary time, time-and-a-half, etc. This 
will be the basis of the payroll records of the entire factory, office, or 
shop. In practice, not every foreman will be required to keep this record, 
but it should be part of every man’s training. Performance relates to the 
individual—a personal record embodying not only the quantity of his 
output, but the quality also, and his attitude to his work and to the 
foremen and his fellow-employees. Properly kept, such a record is 
invaluable, especially when an individual’s value to the enterprise is 
being assessed afresh. Production records will include both a system 
of requisitioning raw materials, and of recording output in terms of 
finished goods or parts. This applies only to a factory, but the payroll 
and performance records have equal application to office or store. 

One further point remains to be touched upon. In America it has 
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been found of great value to hold frequent conferences of foremen ; this 
applies principally where the enterprise is a large one, able to send to a 
conference enough men to make the discussion worth while. It may be 
that, as time goes on, and business becomes more co-operative, some 
such plan may be possible on a district basis, all industries participating 
and having a share in the preparation of the subjects and appointment of 
leaders. Perhaps this sounds a little revolutionary to Australian readers, 
But one wonders. The war has brought increasing industrialisation to 
this country... . 








Financial Ratios in Management 
By A. Cruntes Ross, F.1.c.A. 
An Address to the Commonwealth Accountant Students’ Society, 
N.S.W. Division. 


Ratios between items in balance sheets and in revenue statements 
are on the border line between accounting and statistics. Accounting 
as such aims at producing figures as correct as possible—including not 
merely arithmetical accuracy but correct division between one period 
and another: the calculation of prepayments, accruals, depreciation, and 
so on. Statistics correlates accounting results and provides relations 
between them that are useful summaries of past events and guides for 
future action. 

Any ratio between two quantities measured in the same units! can 
be stated in four different forms: (i) as a number of times (e.g. Sales 
in December at £5,400 are 1:5 times Sales in November at £3,600); 
(ii) as a percentage (e.g. the ratio just mentioned is 150%); (iii) as 
a number of units per unit (e.g. Sales in December were £1/10/- per 
£ of sales in November); (iv) as a relative or index on a period or 
condition chosen as standard or base (e.g. the relative for December 
was 150 on November as base equated to 100; it is 1500 if the base 
is November=1000). Choice between one form and another depends 
partly upon what the people who are to use the figures are accustomed 
to and partly upon the type of ratio. We shall use percentages for 
most purposes. 

Ratios between quantities stated in money that are of use in business 
administration may be divided into three groups, those between— 


1. Items on a balance sheet at some particular date. 
11. Items on an income statement—that is, the rearranged figures of 
Manufacturing, Trading, and Profit and Loss Account. 
11. Items of a balance sheet at some date 2nd items of an income 
statement for a period ending on that date. 


We shall consider some of the most useful ratios and see what their 
importance is. A general comment may be made first. This is that 
no ratio is of great significance by itself; to be useful, it has to be 
compared either with a smilar ratio calculated for the same business 
at another date or with a standard figure for the ratio, calculated from 
the experience of similar businesses. 

1. An example of a relation between quantities not in the same units is the figure obtained 


by dividing total production in tons by the average number of men employed and so obtaining 
the average production per man. Such a figure is sometimes, but incorrectly, called a ratio. 
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For reference, a balance sheet and income statement are given with 
the items numbered. A business owned by a company has been 
selected so that ratios involving share capital may be mentioned. Most 
ratios are quite independent of the form of business ownership. 


I. BALANCE SHEET RELATIONS 


(A) Net Working Capital. This is not a ratio but merely the 
difference between current assets and current liabilities. It is introduced 
because it is used in some ratios. By itself it is a rough guide to credit 
stability, since current assets can be considered as the fund out of 
which current liabilities are met. Its main use as such a guide is by 
the comparison of its amount at one time with its amount at another. 
Thus, if the balance sheet at December 31, 1939, shows it as £30,000, 
an increase to £45,000 by the end of 1940 shows, in general, that the 
business is borrowing less and is less open to attack by its creditors. 

(Bi) Current or Working Capital Ratio. Current assets divided by 
current liabilities—on our balance sheet it is 2:28 or 228% or £2/5/7 
per £. It indicates credit stability better than the actual amount of 
working capital because (e.g.) £45,000 is a gobd excess of current 
assets if their total is £80,000 or less, but is not, generally, good if it 
is £100,000 or more. To trade creditors, fixed assets are of little 
importance: they want to be sure that funds coming in from the sale 
of stocks and from debtors will be enough to permit the regular 
payment of debts as they fall due. 

Assuming that stocks are valued conservatively and that all debtors 
are good, there is, when the ratio is 200% or better, little doubt about 
the payment of debts even if operations should slow down considerably ; 
cash from assets should meet all debts. 

The 200% figure is only a rough guide or standard; it is possible 
for a business to be sound even though the ratio is well below it. 
But it is not purely arbitrary—as can be seen by imagining that our 
company, which at December 31, 1940, had current assets £80,000 
and liabilities £35,000, persuaded a supplier to sell £30,000 worth of 
goods. The current figures would become £110,000 and £65,000 
(working capital remains unchanged) ; the ratio is 169% —under 200%. 
Common sense suggests that a business that can easily handle stocks 
averaging £40,000 might have some difficulty with £70,000 worth. 
The manager of the company might be able to show that he needed the 
extra goods for an order already received and that, after it had been 
made up, stocks would return to normal. 

American statistics show that there is considerable variation in this 
ratio as between one year and another and between one industry and 
another. The following figures for the years 1926 and 1927 are taken 
from Accountants’ Handbook, edited by W. A. Paton: 

Tobacco Products, 8-1 and 7-6; Shoes, 5-4 and 5-7; Clothing, 4:6 
and 5-0; Drugs, 5-0 and 4-7; Leather, 3-2 and 3-1; Coal, 2-6 and 2:2; 
Household Equipment, 8-0 and 7-0. 

If in any one business the ratio is watched over a period of years, 
a steady fall is quite definitely an indication of approaching danger. 
If it gets down anywhere near 100%, the business is in trouble; it is 
leaning too heavily on the forbearance of creditors. In other words, 
it is undercapitalised for the amount of business it is doing, but may 
be saved if additional capital is obtained and used to pay off some 
creditors—thus raising the ratio again. 

C 
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(Bii) Quick or Acid Test Ratio. Cash plus Debtors plus Short-term 
investments (e.g. fixed deposits or Government bonds) divided by 
current liabilities. This is an even stricter test of credit standing than 
the current ratio as it omits stocks which usually turn into cash more 
slowly than debtors. A ratio of 100% or better (that is, “quick” assets 
equal to or greater than current liabilities) indicates a sound credit 
position. 

(C) How is Capital Invested. “Capital” is used here in its more 
correct sense of the total value of assets owned. The common 
accounting practice of referring to the value of the claim of the owner 
on the assets as “capital” is really to use an abbreviation of “the part 
of the capital of the business owned by the proprietor (sole trader, 
partnership, or company).” The division of the total investment is 
shown by a series of ratios: the amount of each balance sheet item 
divided by the total capital. There is considerable variation in these 
ratios as between one business and another. For example, the stock 
of a jeweller will usually be of higher value than fixed assets; the 
plant of a factory using complicated machinery may be expected to 
exceed in value stocks of raw material and finished goods. 

The ratios provide a means of answering such questions as: Is the 
cash in the bank too great—or too small—in relation to the value of the 
other assets? Is the investment in plant too large for the volume of 
product turned out? This last suggestion points to the fact that the 
relations between balance sheet items are often made of greater use 
when considered in connection with revenue items—such as value of 
goods produced. 

Figures showing the variations as between different types of business 
are given by Bliss in Financial and Operating Ratios in Management. 
Some are extracted below; they are accompanied by figures derived 
from the liabilities side of balance sheets—to be taken next—and a ratio 
to be mentioned shortly. 


Percentage of Total Capital. 


I IT. III. Iv.* Vv. VI. ee nS 

s &s a 2 tos 

2 $2 #2 —& 3b $23 

ES 8s $8 ES #2 § Beh Sa 

,O¢ gh 62 O65 $5 2 &Se 255 
A 13 20 20 00 20 78 40 
Dept. Stores . 46 14 40 14 02 01 8% 61 
Leather .. .. 50 45 5 11 18 6 65 2:5 
Iron and Steel 24 73 3 4 24 7 65 2:5 
Bread, ete. .. 25 54 21 5 6 3 8 8&1 
Confectionery 30 12 58 10 9 1 80 41 
All Industries 42 44 14 14 14 2 70 26 


*“Other Assets” includes such things as Investments, Goodwill, and Trade Marks. 


The owner of a department store who found that his fixed property 
was 30% of the total would be warned by the above figures that, for 
satisfactory returns, he should be carrying heavier stocks. 

(D) Sources of Capital. This is a further series of ratios showing 
the groups of people who in effect provided the assets and who 
accordingly have claims against them. There are first the current 
claims, then the long-term claims by debenture-holders (in a company) 
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or mortgagees (in a privately owned concern), and finally the total 
claim by the proprietor (company, individual, or partnership). His 
net worth: the last claim—often called “capital”—is divided into 
original investment and parts of earnings left in the business as reserves 
and undistributed profits. 

Notice from the figures quoted that “paid-up capital and reserves” 
vary from 65% to 86% of the total capital, but that there is a general 
indication that the minimum is about 70%. In other words, the ratio 
of owned capital to borrowed capital should be at least 200%. 
Column 1x gives the actual average ratios for the different types of 
business. The manufacturing concerns used more borrowed capital 
than the others ; they had issued debentures. 

(E and F) Asset Value of Shares. The value of the claim on the 
assets of a company represented by one share. It is of more direct 
importance to shareholders and investors than to the management unless 
there is any necessity of looking for additional capital by the issue 
of shares or debentures. 

Dividing the amount of paid-up capital into the net worth of the 
business (i.e. total capital exclusive of nominal assets less liabilities) 
gives the value of net worth for each £1 of capital paid in. If there 
is only one class of share and they are all fully-paid, the quotient is 
also the asset value of a share. If shares are of other amounts or are 
not fully-paid, the value per share is easily found by proportion. 

The same figure can be obtained by dividing the total of paid-up 
capital, reserves, and surplus by paid-up capital. 

To be on the conservative side, net worth for this purpose often 
excludes intangibie as well as nominal assets. 

If there is more than one class of share, the definition of any 
preference as given in the memorandum or articles must be examined. 
Assuming that the preference shares are preferred as to capital, their 
whole paid-up amount is divided into net worth to find the asset value 
per pound paid-up. If these shares carry no claim on surplus assets, 
deduction of their paid-up amount from net worth gives the total on 
which ordinary shares have a claim. Division of this remainder by 
paid-up amount of ordinaries gives their asset value per pound paid-up. 


II. Income STATEMENT RELATIONS 


(G) ‘Average Prices. An average price for the whole product sold 
by the business can be calculated only if that product is either quite 
uniform (tons of cement, yards of cloth of one quality) or the products 
are so closely related that the amount of each manufactured or sold 
can be stated in terms of one unit; for example, products of a 
confectionery company might all be reduced to terms of a 5Ib. box of 
chocolates of a particular quality. In many businesses the variety of 
products is so great that a figure obtained by dividing total sales by the 
number of items sold has little significance. When it is possible to 
calculate an average price, comparison as between one period and 
another can be a useful indicator of the effect of competition or of 
allowances made as a consequence of poor quality. 

(H) Relation of Items in the Income Statement to Sales—usually 
stated as percentages. Here again any such percentage for one period 
does not give much information unless figures for similar businesses 
are available for comparison. Here are a few such standards, taken 
from Statistical Sales Helps in the Shaw Selling Series: 
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Administrative Expenses as Percentages of Sales 


WHOLESALERS RETAILERS 

Groceries Clothing Groceries Clothing 
Salaries and Wages .. ..  2°8 3-8 8:5 9-5 
ee aT 0-8 3-1 3-0 
Insurance and Rates .. 0-5 0-3 0-5 1-1 
Bed Debts .. .. .. . 0-4 1-0 0-5 0-3 


Total (including a number 

of expenses and items as 

well as those quoted) .. 88 15:6 17:9 23:3 

Percentages to sales are useful guides but have to be used with some 
care. They always add up to 100 so that, in comparing one period 
with another, it is not possible to decide the cause of a change from the 
figures alone. Suppose, for instance, that two years show the following 
results : 

AUSTRALIAN MAKERS LIMITED 


Division of Total Sales by Percentages 


Cost of Selling Administrative Available 

Goods Sold Expense Expense Interest Taxation Profit 
1939 .. .. 646 10-3 14-4 3:2 4-3 3:2 
1940 ..... G62 10-7 13-2 3-0 4-1 3-8 


These figures leave a doubt as to whether the actual cost of goods 
sold has risen or administrative expense has fallen, or both. Examina- 
tion of the original figures will probably settle the question. 


(1) Unit Costs. If it is possible to reduce volume of production or 
sales to terms of one unit, the difficulties associated with using sales 
as a measure of business done can be overcome. Total cost of 
production and items making it up divided by units produced gives 
costs per unit and these can be a direct guide to improvements. 

Costs of goods sold, selling, and administrative expenses divided by 
units sold gives expenses and profit per unit—another valuable series of 
indicators.? 


III. BALANCE SHEET AND INCOME STATEMENT RELATIONS 


(J) Net Profits to Net Worth—in other words, the percentage 
earned on owned capital. Since the main single test of the success of 
any business in providing a nceded service is the return to its owners, 
this figure is important. If it is high in comparison with the return 
from investment in Government loans, the owners will be satisfied 
and, if necessary, further capital for investment can be obtained. If it 
is more than enough to allow of the payment of a reasonable dividend 
in the case of a company, or of reasonable drawings in the case of a 
one-man business or a partnership, reserves can be built up to finance 
expansion. ‘ 

When reserves have been built, net worth includes them and this 
ratio acquires a different significance; it is the rate earned not on 
capital subscribed but on total investment. If it is low, there is an 
indication that either reserves are excessive for the amount of business 
available or that assets are not being used to best advantage. 

When reserves are high in relation to paid-up capital, profits may be 


2. See A. A. Fitzgerald’s Statistical Methods as Applied to Accounting Reporte. 

















JULY 


RS 
thing 


wre Om 


3 
some 
period 
m the 
owing 


ilable 
ofit 
2 


8 
zoods 
nina- 


mn or 

sales 
t of 
gives 


d by 
es of 


itage 
ss ot 
ners, 
turn 
sfied 
If it 
lend 
of a 
ance 


this 
on 
; an 
ness 


y be 














1941 THE AUSTRALIAN ACCOUNTANT 309 


a good percentage of the latter, even though they are a small return 
on net worth. For example, a company with paid-up capital £30,000 
and reserves £20,000 earns £3,000; this is only 6% of net worth but 
is 10% of paid-up capital. Satisfactory dividends may be paid, but 
nevertheless the questions suggested above should be asked and the 
necessary investigation made. 

Over a long period, the return on net worth tends to be approxi- 
mately the same for all types of business. Investors look for high 
returns from businesses that are subject to considerable fluctuations 
as general conditions vary. Luxury trades do well in prosperous times 
but feel slumps badly. Further, when a new concern does well, com- 
petition is likely to arise and net return of all falls when the market 
approaches saturation. Hence we see that fluctuations in this ratio 
may be expected ; as long as the reason is known, a fall may not be an 
indication of inefficiency. 

Examples: Department Store, 7; Retail Furniture, 9; Wholesale 
Grocers, 6; Manufacturers—Hardware, 7; Furniture, 6; Shoes, 12; 
Woollens, 2; Machinery, 9. 

(K) Turnover of Stocks. It is presumably impossible to get rid 
of the custom of referring to total sales as “turnover,” but a more 
sensible and useful meaning of the word is the number of times some 
business unit is, in effect, turned over. There is quite a number of 
such turnovers but stock turnover is of more general use than the 
others. 

If it were possible to sell the whole of one quantity of stock before 
beginning on the next, the number of times that the clearance was 
effected in one year (or other period) could be actually counted. In 
practice, it is impossible because customers ask for all sorts of goods 
at different times. The practical method of measuring is to divide 
the total volume of goods sold in a year (the period usually considered ) 
as measured by the cost of goods sold by the average size of stock held 
as measured by its cost. 

Some businesses take stock at sales prices instead of or in addition 
to cost prices. When this is done, turnover can be found by dividing 
sales by stock at sales prices. 

Furthermore, to obtain any really significant figure, it is not enough 
to divide by stock taken at one date in the year, such as June 30 or 
December 31. That date each year would be affected by the same 
seasonal influences—such as winter sales or the clearing of stocks for 
Christmas holidays. At other dates in the year, stocks might well be 
above the average. It follows that, unless it is known that stocks vary 
little throughout the year, it is necessary to have stock figures monthly 
or, at least, quarterly. An alternative to actual monthly or quarterly 
stocktaking depends upon knowing the average mark-up on cost. From 
this mark-up a calculation can be made of the cost of goods sold and 
an estimate made of stocks on hand. Stocks at, say, July 31 are stocks 
at June 30 plus purchases during July, less cost of goods sold in the 
month. 

One reason why this ratio is more commonly used than others is 
that each industry has a more or less characteristic figure for stock 
turnover—all the way from 50 or more times a year for really 
perishable goods to once a year or even slower for expensive goods 
that do not deteriorate or otherwise lose value with keeping. In 
businesses that handle different types of goods, each department might 
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have its own typical turnover and the figure for any period could be 
used as a test of the efficiency of departmental purchasing and selling. 

Here are some typical figures in times per year: Departmental stores 
—average of all lines, 5; Retail Furniture, 6; Wholesale Grocers, 6; 
Manufacturers—Hardware, 5; Furniture, 4; Shoes, 8; Woollens, 4; 
Machinery, 4. 

Rapid turnover of stocks has a number of advantages—(i) stocks 
are always fresh; (ii) change of style or of demand can be followed 
promptly. These two are not directly financial advantages, but of 
course have an indirect effect on profits. (iii) Capital tied up in stocks 
is reduced. For example, consider a business in which the average 
gross profit or margin is 30% of sales. Expenses and reasonable net 
profit call for £3,000 as margin. This means that sales should be 
£10,000 and cost of goods sold £7,000. If stock is turned twice a year, 
average stock at cost must be £3,500; if this rate can be increased to 
three times a year, average stock drops to £2,333—thus releasing £1,167 
for other purposes. Even if it is used only for reducing a bank 
overdraft, the saving in interest is worth having. But it might be used 
to permit prompt payment for supplies of goods and consequent receipt 
of discounts. The mere fact that smaller quantities are required for 
a desired amount of sales leads to advantage (iv)—reduction of 
liabilities in normal times and a possibility of increasing them when 
necessary in any temporary emergency. Advantage (v), the use of 
less space, and (vi), cheaper insurance, may not mean any very great 
saving, but add to the general effectiveness of control. 

Of course, rapid turnover does not, of itself, mean satisfactory profits. 
By cutting down the margin between cost and sales, turnover could 
often by speeded up considerably. Stocks valued on a cost basis at 
£5,000 turned three times a year mean sales at cost of £15,000; if the 
margin of cost is 20%, gross margin will be £3,000. The same stocks 
turned five times a year by reducing margin to 10% will produce a 
margin of only £2,500. 

In manufacturing businesses, the turnover of finished goods 
corresponds to the turnover of a retail or wholesale store, but other 
figures of a similar kind are also useful tests of different aspects of 
efficiency. Bliss, in Management Through Accounts, suggests: 


(i) Turnover of work-in-process—the ratio of cost of goods com- 
pleted in a year or other suitable period to the average monthly 
value of work-in-process. This presupposes an efficient cost 
account system that can show those monthly figures promptly. 


(ii) Turnover of raw materials—the ratio of quantity going into process 
to average stocks of raw materials. 

(iii) Turnover of indirect materials or “supplies”’—the ratio of cost 
of supplies used in the period to their average stock figure. 


Each of these is a useful guide to a knowledge of what amounts 
should be tied up in stocks to maintain a given volume of production. 
Just as in the case of a retail store, rapid turnover of raw materials, 
supplies, and work-in-process means less idle assets. 

Any of the stock turnover figures could be stated as the number of 
days’ sales (taking a retail business as an example) for which, on the 
average, stocks are available. Thus, a turnover of six times a year 
means that, on the average, stocks for about 60 days’ sales are on hand. 
This way of putting it may be used as a guide for re-stocking if the 
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riod between the date of placing an order for fresh goods and the 
date of receipt is known. 

(L) Turnover of Debtors. This term may sound rather strange as 
describing the ratio of sales to amounts owed to the business at a 
particular date. In a sense, however, it is possible to think of such 
amounts as a “stock of debtors.” In the same way as material stocks 
come in in the accounting form of purchases and go out in the form of 
sales, so debtors appear on the books when sales are made and disappear 
when the individuals pay their debts. The ratio mentioned could be 
called debtor-turnover, corresponding to stock-turnover. 

In practice, however, the method of stating it corresponds to the last 
suggested method of stating turnover of stocks; that is, as the number 
of days’ sales represented by outstanding debtors (including bills 
receivable). The number is found by dividing 365 by the ratio of 
sales to debtors. The debtor figure commonly used is that shown on 
the balance sheet at the annual or semi-annual balancing date, but this 
will be deceptive as the sales during the month before balancing are 
much higher or lower than the average for the year. For example, 
if sales for a year are £24,000 and debtors at balancing date are £3,000, 
the ratio is eight times; divide 365 by 8 and we find that about 45 days’ 
“worth” of sales remain unpaid. But, if the sales for the last month 
of the period were £2,800, outstandings represent only about 34 days’ 
sales. In short, for real use, an average of a number of figures for 
outstandings should be used instead of the balancing date figure. 

As with other ratios, one figure is of little significance unless 
compared with some other as standard. But the credit policy of the 
business does provide such a standard: if credit terms are “purchases 
this month are to be paid for before the end of next month,” and sales 
are fairly even during the month, the average period should be 45 
days. Sales early in a month would not be paid for for about 60 days; 
those towards the end, only about 30 days. 

It follows that any figure said to be typical of an industry is really a 
reflection of credit policy rather than an indication that customers of 
one business are “slower pays” than those of another. Here are some 
American figures (in days) : 

Department Stores, 58; Wholesale Grocers, 39; Retail Furniture, 
254; Manufacturers—Furniture, 103; Stoves, 115; Men’s Wear, 84; 
Cars, 35. 

In any particular business a low “days” figure or a rapid “debtor- 
turnover,” produced by good work in the credit department, both in 
the selection of customers and in collection, releases funds in much 
the same way as an increase in stock-turnover. Thus, if average daily 
sales are £800, and debtors are £48,000, no less than 60 days’ sales are 
unpaid. If more efficient credit work reduces this period to 50 days, 
outstandings fall to £40,000 and £8,000 is released. If this is used to 
reduce an overdraft on which 6% is paid, a saving of £480 is made. 
There is also a saving in bookkeeping and in postage. 

(M) Turnover of Working Capital. This is sales for a year divided 
by working capital. Strictly it should also be average working capital, 
but in a business going on steadily working capital is less affected by 
seasonal influences than either stocks or debtors. As stocks fall, 
following good sales, debtors increase. As debtors pay up, their amount 
falls but cash increases or, what has the same effect on working capital, 
creditors or overdraft falls. 

The average relation of total purchases to outstanding creditors in 
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a retail business depends upon their credit policy in the same way as 
debtor-turnover on the policy of the business in question. Since, 
however, credit policies within any industry are more or less 
standardised, working-capital-turnover figures are a reasonably good 
guide. The following have been stated as average—in times per annum: 

Department Stores, 2:1; Wholesale Grocers, 4:1; Manufacturers— 
Furniture, 2:7; Stoves, 2-1; Men’s Wear, 3-6; Retaii Furniture, 1-7. 

We have seen the way in which rapid turnover of stocks or debtors 
releases funds. It must be remembered that cash in the bank or on hand 
is not earning any profit; it should also “turn over” rapidly. In other 
words, there should not be more than enough on hand to meet current 
expense and liabilities as they fall due. This consideration indicates 
that this last turnover figure, combining as it does cash, debtors, stocks, 
and, by difference, creditors, is a useful indicator of the general 
efficiency of the financial management of the business. 

Many other ratios can be used for the analysis of accounting results. 
One authority lists no fewer than twenty-five for the sole purpose of 
estimating the credit strength of a business, but another is satisfied 
with only seven. Efforts have been made to arrive at one figure to 
represent such strength by combining the ratios. The combination 
involves a decision as to which ratio is of greatest importance and 
arranging the others in order. Each ratio is then given its relative 
“weight.” Those that head the list are the current ratio and the ratio 
of net worth to total liabilities ; then follow turnover of stocks, turnover 
of debtors, turnover of fixed assets, and turnover of net worth. 

For general managerial purposes, in addition to ratios already 
discussed, useful information may be obtained by noticing moves in 
such figures as: (a) Percentage of debtors who pay within the discount 
period; (b) ratio of bad debts to sales; (c) percentage of liabilities 
paid within discount period; (d) ratio of cost of maintenance of fixed 
assets to their total value. Note once more that in each case there must 
be some standard of performance: either some average derived from 
the experience of similar concerns or an average of the figures of a 
series of good years of the same business. 

There are certain non-financial ratios which should be watched in 
factories. Examples are: (e) Total productive machine-hours to total 
machine-hour capacity—as a measure of the degree to which fixed 
equipment is being used. If worked out by departments, the figure 
(or, rather, its variations) might indicate that some machines are 
superfluous. (f) Numbers of delivery-date promises kept to the total 
number of shipments of finished goods—as a measure of the efficiency 
of planning within the factory; (g) total value of spoiled materials 
to total value of material used—as a measure of care or accuracy in 
manufacturing processes.® 

Each type of business is characterised by a different form of revenue 
statement and by different_kinds of expenditure. The manager who 
has been introduced to the ratio idea will be able to discover those 
which are not only useful but which can easily be discovered from his 
ordinary records. A ratio of sales to total wages paid may be really 
significant in one business but of little value in another, and so on. 
The wide-awake accountant will, if necessary, educate his “boss” by 
introducing into monthly or quarterly reports ratios that show, for that 
business, how it is moving. 


8. Suggested by Maze and Glover in How to Analyse Costs. 














ce, 
ess 


in 


= 4 €D Ns CD - ox = OO & = 


ie 








THE AUSTRALIAN ACCOUNTANT 
AUSTRALIAN MAKERS LIMITED 
Condensed Balance Sheet—December 31, 1940 
























ASSETS 

Current %o 
1. Cash . jaws oe ee 5-0 
2. Debtors and ‘Bills ‘Receivable (net) ee 13-0 
SE cn 2 ae nw ws 20:0 
4. Investments—Short- Term . fa tw Be ee ae we Ws 3,000 1:5 
B PUMIIIES oo os oe oo 20 0 00 we we Sees 1,000 0:5 
6. Total Current ..... io eee Se 40:0 
7. Investments—Long- SN ok <n: ie Sanaa 15,000 7°5 
8. Fixed—Tangible (net) .. ........ £85,000 42°5 
9, Fixed—Intangible .. .. .. .. .. .. 14,000 7-0 

99,000 
10. Nominal or Deferred—Preliminary expenses, 
Gl oa lee oe We be wn 00 wo de VO Ss Ge Se 6,000 3-0 

a Cee, GRONNEE ook kk ce ce ev es es os oe Se OURS 

LIABILITIES 

Current 
12. Creditors and Bills ~~ cov we SR Sar wa-ae: CE 15-0 
oe, PUOUONES 2. 1 oe ic sa oe eb we oe 3,600 1:8 
14. Prepaid Income .. .. .. be G0 ed oa ed 5 1,400 0-7 
15. Provision for Taxation, etc. a” ia, ‘be Apres a 5,000 2:5 
SE ee a 20:0 
17. Fixed—Mortgages, aa Sane eae ch 50,000 25-0 
Pee ee eee 45-0 





19. Net Worth (Shareholders’ Funds) 11-18 .. .. £110,000 55:0 





derived as follows: 
PAID-UP CAPITAL 











20. 7% Preference Shares .. .. .. .. .. £20,000 10-0 
ON 2 ere 35:0 
£90,000 
22. General Reserve .. . eee 6:0 
23. Surplus (Appropriation Account) . ee 8,000 4:0 
£110,000 55:0 
Condensed Income Statement—Year to December 31, 1940 
Per 
Unit 
Jo (£) 
24. Volume of Business wp rgd 10,000 
Se ee . .. £220,000 100:0 220:0 
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26. Cost of Goods Sold (Schedule I) .. 160,000 72:7 160-0 




















27. Margin (Gross Profit) .. .. .. .. £60,000 27°3 60:0 
28. Selling Expense (Schedule Il) .. £17,600 8-0 17-6 
29. Administrative Expense (Sch. III) 24,400 11:1 24:4 
30. Operating Profit .. . £18,000 8:2 18-0 
31. Other Income and | Expense (Sch. 

IV). 900 0-4 0-9 
32. NET PROFIT—before allowing for 

Interest and Taxation... .. .... £17,100 7°83 17:1 
33. Interest—Debentures, etc. .. .. .. 3,100 1:4 3-1 
34. Provision for Income Tax .. .. .. 4,000 1°8 4-0 
35. Net Profit or Surplus for year .. .. £10,000 4°6 10:0 
36. Surplus at January 1, 1940 ...... 6,400 ome — 
37. Available Profits .. .. ...... .. £16,400 (N.B.: Schedules 
38. Preference Dividend .. .. ...... 1,400 will show details 


of different classes 
39. Available for Ordinary Dividend .. £15,000 of expenditure) 
40. Ordinary Dividend—10% .. .. .. 7,000 








41. Surplus After Dividend .. .. .. .. £8,000 





I. BALANCE SHEET RELATIONS 


A. Net Working Capital .. .. . -. « 6—16 £45,000 
B. i. Current Working Capital—Ratio -. « 6+16 228% 

. “Acid Tet” .. «-- (1+2+4) +16 111% 
C. How Capital is Distributed (Items 1to10) +411 Shown above 
D. Whence Capital Derived ..(Items 12 to 23) +11 Shown above 


E. Assuming Preference Shares preferred as to 
Capital but have no further claim—Asset 


Value of Preference Shares .. (19—10) +20 £5/4/- 
F. Asset Value of Ordinary Shares 
i464 on ae - ..(1I9—10—20) +21 £1/4/- 


II. INCOME STATEMENT RELATIONS 
G. Average Prices, 25 + 24. 
H. Cost, Expense, etc.—Ratios to Sales — Items 27 to 30, and details 
in Schedules divided by Sales. Examples above. 
I. Unit Costs—same figures divided by 24. Examples above. 


III. BALANCE SHEET AND INCOME STATEMENT RELATIONS 


J. Net Profits to Net Worth .. .. .. .. 35+19 9:1% 
K. Turnover of Stocks .. .. ........ 26+average 4-0 times 
stock (e.g.) 
L. i. Turnover of Debtors .. .. .. .. 25~=2 8-5 times 
ii. Day’s Sales Outstanding .. .. .. 365 + (Li) 43 days 


M. Turnover of Working Capital .. 25+(6—16) 4:9 times 
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Legal Decisions of Interest to Accountants 
By J. A. L. GuNN 


IMPOSSIBILITY OF PERFORMANCE OF CONTRACT 


Before the outbreak of the present war, the sellers entered into a con- 
tract of sale with the buyers for the sale of 25 tons of Madagascar butter 
beans to be shipped from Madagascar to London, Oct.-Nov., 1939. The 
contract was an ordinary c.i.f. contract under which the sellers were 
bound, in due course, to give notice of appropriation and to tender 
documents. Before the due date for notice and tender, war broke out, 
and the English Cereals and Cereal Products (Requisition and Control) 
Order, 1939, was made forbidding the buying or selling of cereals 
outside the United Kingdom without a licence, and also forbidding any 
person to have any dealings with any other person without such a licence. 
The sellers did not at any time apply for a licence, but on February 14, 
1940, long after the due date for notice and tender, they wrote to the 
Cereal Control Board asking whether licences to permit sellers to cover 
their pre-war sales of butter beans were granted, and, if so, the earliest 
date on which they were obtainable. The Board replied that, as far as it 
was aware, import licences had not been granted to permit sellers to 
cover their pre-war sales of butter beans, that on the outbreak of war 
private trading ceased, and that nobody except the Ministry of Food 
was allowed to import food into the country. The sellers contended that 
an application for a licence would have been refused, and that the terms 
of the order excused them from performance of the contract :-— 

Held : the order did not have the effect of defeating, or putting an end 
to, the contract. The duty of the sellers was to apply for a licence to 
enable them to perform the contract. There was no reason to suppose 
that the licence, if applied for, would not have been granted, and the 
sellers were not, therefore, excused from performance of the contract. 
J.W. Taylor & Co. v. Landauer & Co. [1940], 4 All E.R. 335. 





WINDING Up Orper AFTER APPOINTMENT OF RECEIVER 


Whether Debts Incurred After Appointment of Receiver and Before 
Date of Winding Up are Entitled to Priority 


On November 9, 1937, the first defendants issued a debenture to the 
plaintiffs containing a charge by way of floating security upon their 
undertaking and property present and future, including their uncalled 
capital, to secure repayment of a principal sum of £45,000 and further 
advances with interest. On December 7, 1938, the plaintiffs issued a writ 
for the purpose of enforcing their debenture, and on December 13, 1938, 
an order was made in the action appointing a receiver and manager of 
part only of the property then subject to the debenture, the remaining 
property being purposely excluded as it was subject to prior charges. 
On March 15, 1939, an order was made for the winding up of the 
company by the court, and on July 10, 1939, the plaintiffs obtained a 
judgment which inter alia, ordered an inquiry as to debts and liabilities 
of the company, which, under the English Companies Act, 1929, Ss. 78, 
264, were payable out of the property subject to the floating charge in 
priority to the moneys secured by the debenture. The certificate of the 
registrar made in pursuance of the judgment showed that the debts due 
to 19 of the 30 creditors included in the schedule were incurred after the 
appointment of the receiver, and were outstanding at the date of the com- 




















316 THE AUSTRALIAN ACCOUNTANT JULY 





mencement of the winding up. In fact, none of these debts was incurred 
in connection with the property of which the receiver was appointed. 
The plaintiffs asked for an order that these debts were not entitled to 
priority :-— 

Held: the provisions of the Companies Act, 1929, S. 78, (cf. N.S.W. 
S. 173, and corresponding provisions of other States) do not exclude 
or prevent the operation of S. 264 (4) (b), (cf. N.S.W. S. 297) and, 
to that extent, the preferential debts incurred after the appointment of a 
receiver and before the date of winding up are entitled to priority over 
the claims of the debenture holders in accordance with the provisions of 
S. 264 (4) (b). S. 264 (4) (b) does not operate, however, unless, at 
the moment of the winding up, there is still a floating charge created 
by the company. Since the charge, so far as it affected the property in 
respect of which the receiver was appointed, crystallised on his appoint- 
ment, the creditors were not entitled to any priority in respect of the 
proceeds of that property. They were, however, entitled to priority in 
respect of the property excluded from his appointment, but that was 
useless to them, owing to the prior incumbrances. Re Griffin Hotel Co., 
Ltd., Joshua Tetley & Son, Ltd. v. Griffin Hotel Co., Ltd. and John 
Lupton & Son Ltd. [1940] 4 All E.R. 324. 





DEATH OF PARTNER 
Conflict Between Partnership Deed and Will 


A testator by his will empowered his trustees to postpone for a 
period not exceeding two years from the date of his death the sale of 
his interest in a partnership. The partnership agreement provided that 
in the event of a partner dying during the continuance of the partnership 
term, the survivor should carry on the business in partnership with the 
representatives of the deceased partner for period of five years after his 
death. 

Held: (1) That the partnership was dissolved on the death of the 
testator; (2) that, though an action for damages for breach of contract 
might lie against his estate if his representatives declined to carry on the 
partnership business, the court would not compel them to carry it on, 
their duty being at most bona fide to elect whether they would carry it 
on; (3) that they should act in accordance with the provision in the 
will. Jn re F [1941], V.L.R. 6. 





ContTRACT LEGAL AT TIME OF MAKING SUBSEQUENTLY MADE ILLEGAL 


In Rayneon (N.Z.) Ltd. v. Fraser [1940], N.Z.L.R. 825, the 
appellant agreed to erect a neon sign, consisting of the respondent's 
surname followed by “Dentist,” and to lease it to the respondent for 
sixty calendar months at a monthly rent and to maintain and service it. 
By the New Zealand Dentists Act, 1936, and regulations thereunder 
which came into force in January 1, 1939, this form of advertisement 
became illegal. 

Held: That, upon that date, further performance on the part of 
both parties became illegal, and that a claim for seven months’ rental of 
the sign subsequent thereto could not be sustained. 





PuRCHASE OF HoTet INDUCED BY FRAUDULENT MISREPRESENTATION 


In an action for damages for fraudulent misrepresentation inducing 
plaintiffs to purchase from defendant the lease and goodwill of an hotel 
and the furniture and stock therein, one of the representations of which 
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the plaintiffs complained was that the beer consumption in the hotel 
was “five hogsheads per week guaranteed.” 

The learned Judge of the New Zealand Supreme Court found that 
the plaintiffs were induced to enter into and complete the contract for 
the sale and purchase of the hotel by reason of three false and 
fraudulent misrepresentations, one of which was that the hotel did not 
carry on an after-hours trade, and that they were entitled to damages. 

Held: 1. That the words “beer consumption, five hogsheads per week 
guaranteed,” referred to the purchase of draught beer taken by the 
purchaser direct from the pumps or taps of the hogshead, and did not 
include either beer bottled by the licensee from hogsheads or beer 
purchased by him in bottles. 

2. That, although the plaintiffs engaged subsequently in extensive 
after-hours trading, they did not buy the hotel for the purpose of carrying 
on an illegal trade, and the purpose bes the contract was lawful. 

Neil v. Ayers [1940], 63 C.L.R. 524 applied. 

3. That the illegitimate trade done by the defendant could not be 
regarded by the Court as enhancing the value of defendant’s goodwill, 
and the Court must endeavour to ascertain the real value of the asset to a 
person carrying on only a legitimate trade. 

4. That the money made by plaintiffs by after-hours trade could not 
be taken into account in favour of the defendant, as, apart from other 
considerations specified, the Court could not undertake an inquiry into 
such illegal trading for the purpose of awarding the defendant the benefit 
of the proceeds. Jack et ux v. Peters [1941] N.Z.L.R. 153. 





Taxi Cas Hrrep sy Driver 
Whether Relationship of Master and Servant Exists 

G, the owner of a taxi cab, hired it to L under the usual agreement 
between owners and drivers. D suffered injury through L’s negligence, 
and sued G and L. The hiring agreement was executed before the 
accident, but was not filed until after that date with the traffic officers 
of the Melbourne City Council as required by by-laws. 

The High Court held that the hiring agreement constituted the 
relationship of bailor and bailee, and did not constitute the relationship 
of master and servant between G and L, and that G was not liable to 
damages. Starke, J. said that it was incorrect to suggest that it was a 
sham or operative as an agreement for service. The fact that the Town 
Clerk did not approve of the agreement would make it an offence 
against the by-law, and might endanger G’s licence, but the by-law did 
not, and the City of Melbourne could not, prohibit or make void such 
agreements or create a relationship between the parties contrary to the 
terms of the agreement between them ; Dillon v. Gange [1941], 14 A.L.J. 
429. 





CLAIM IN RESPECT OF INJURY TO RAILWAY PASSENGER 

A man and his wife bought railway tickets to Hensh. On arrival 
there the wife, preceding the husband along an ill-lit passage towards 
the end of the station, fell into a hole made by workmen executing 
repairs, and thereby sustained injury. The tickets had the date stamped 
on them in such a way as to obliterate the words “For conditions see 
back.” Held, by the English High Court, that by reason of the oblitera- 
tion of those. words there was no proper notice of the conditions govern- 
ing the carriage of passengers. Sugar v. London Midland & Scottish 
Railway Co. [1941], 1 All E.R. 172. 
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Trustees’ Costs or ACTION 


The trustees of an estate were defendants to an action brought against 
them by certain beneficiaries alleging want of due diligence in getting in 
a certain estate asset. The action was dismissed and the trustees took 
out an originating summons whereby they sought a declaration that they 
were entitled to recoup themselves out of the estate in respect of their 
costs of the action. 

The High Court held (National Trustees Executors & Agency Co. of 
Australasia Ltd. and another v. Barnes and others [1941], V.L.R. 133): 

(1) The trustees’ costs of the action were incurred in the execution 

of the trust and they were entitled to recoup themselves. 


(2) The trustees, having raised on originating summons a claim 
which could have been determined in the action, must bear their 
own costs of the summons. 





Correspondence 


War SPENDING 


The Editor, The Australian Accountant, 
Dear Sir,— 

The thanks of members of the profession are due to Mr. Fitzgerald 
for having drawn attention to the need for care in War spending, and 
the fact that his remarks have occasioned comment is a healthy sign, as 
showing that interest is being taken in this subject amongst thinking 
men. 

All business aims at securing the greatest turnover and profit, 
whether obtained immediately or spread over a period of years, but 
where a state of emergency exists, as at present, this object must be 
subordinated to the claims of national necessity. Primarily, the fighting 
forces, abroad and at home, must be kept at the highest state of 
efficiency, which requires uninterrupted adequate supplies of weapons, 
munitions, clothing, etc., and all other interests must be subordinated to 
this end. 

The fact must not be overlooked, however, that most of those engaged 
in War work, such as the manufacture and distribution of munitions, 
etc., have probably had their normal incomes considerably increased by 
the great expansion in these industries. This class of the community 
should be looked to for an example of war-time thrift by the investment 
of this increase in War Savings Certificates or War Loans. 

The individual naturally resents being told to save or spend his 
income in a certain way, unless adequate reasons are given, but people 
in Australia have for many years been so prodigal that times like the 
present affect them very severely. The fact that not only European and 
Asiatic aliens, but also immigrants from Great Britain, are able to 
establish themselves here so readily and accumulate substantial assets in 
such short periods is a definite proof that savings can and should be 
made here for War purposes without undue difficulty. 

Possibly Mr. Fitzgerald would have escaped criticism had he referred 
to the need for “directing and controlling” War spending instead of 
“discontinuing and curtailing” it, for the object to be attained should be 
the “diversion” of surplus income into more useful channels than luxury 
spending. After all, investment in War Savings Certificates or War 
Loans is not giving away or losing money, but merely transferring it to 
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a more useful source of public benefit. Business firms are hardly likely to 
encourage a reduction of their turnover, but after normal dividends and 
provision for contingencies, the surplus profit might well be devoted to 


War purposes. Yours faithfully, 
Melbourne, H. C. ZuMSTEIN. 
3/7/1941. 


CHEQUE CROSSING 


The Editor, The Australian Accountant, 
Dear Sir,— 

Mr. P. C. Lang’s article in the June issue of The Australian 
Accountant contains the advice that cheques should not be made payable 
to “Order” on the grounds that a “Not Negotiable” crossing will give 
the requisite protection to the true owner if cheques be left payable to 
“Bearer.” This advice is of doubtful value. 

The fact that an endorsement is required makes one further obstacle 
to a wrongful dealing with a cheque. A party might not have any 
scruples about negotiating a cheque out of the ordinary course, but 
would hesitate about committing forgery. As Mr. Lang admits, there is 
some value in calling for endorsement as a protection in the case of the 
payee being a well-known firm or company, but he says that “Order” 
cheques cause much work and annoyance to paying bankers. But paying 
bankers are also collecting bankers, and in the former capacity their 
risks are much smaller than in the latter capacity where they have 
often suffered financial loss which they would have escaped if certain 
cheques had been made payable to order. For instance, in the case of 
Flannagan and the Commercial Bank of Australia Ltd., quoted in Mr. 
Lang’s article, if Mr. Flannagan had made his cheque payable to “Com- 
missioner of Taxation,” or order, (instead of to State Tax or bearer) 
the agent would have been compelled to pass the cheque on to the 
Department direct, and the Bank would have escaped the pecuniary loss 
which followed from collecting such cheque under circumstances which 
were deemed negligent. 

This case can also be used to illustrate another relevant point. As 
Mr. Flannagan did not make his cheque payable in the way indicated in 
the Taxation Department’s notice requesting payment, the cheque would 
not have become the property of the Department on posting, so Mr. 
Flannagan would have had all the worry and trouble of a similar legal 
action if he had posted the cheque and it had been misappropriated in 
transit. A drawer by filling in cheques exactly as asked for in notices 
by companies or departments (and they usually provide for crossed 
“Not Negotiable” order cheques), not only escapes being asked to make 
a second payment if the cheque is misappropriated and negotiated before 
reaching the payee, but he is also saved the necessity of bringing any 
consequent legal action to restore the rightful position as this would then 
be the payee’s concern. 

It is essential to remember that the two lines making a usual crossing 
must be placed on cheques in conjunction with the words “Not Nego- 
tiable” which have no legal effect by themselves. The responsibility of 
the paying bank is not increased by the “Not Negotiable” crossing as 
stated by Mr. Lang, and its effect as regards the collecting bank is a 
very debatable point. 

The real effectiveness of the crossing is in the protection it affords 
the parties outside the banks. Such cheques are still transferable but each 
holder’s title depends on a good title being held by previous transferors. 
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Section 88 refers to all crossed cheques, and the collecting banker has 
to use due care in the interests of the true owner whether the words “Not 
Negotiable” appear as part of the crossing or not. The words are more 
a “danger signal” to outside parties than to banks, and the dictum of 
Chief Justice Griffith in the Permewan Wright case was not fully sup- 
ported by other judges in that case, and the majority decision was in 
favour of the bank in connection with certain cheques in the handling of 
which Chief Justice Griffith considered the Bank was negligent mainly 
because of the “Not Negotiable” crossing. The question of negligence 
is decided from all surrounding circumstances and the presence or 
absence of the words “Not Negotiable” would hardly turn the scale on 
the score of negligence. It is for the reason that an instruction “Bank 
A/c payee only” or “Credit payee only” might turn the scale against the 
collecting banker, if ignored, that such markings have grown into a 
custom. Though not specially authorised by the Bills of Exchange Act, 
the Courts have taken them into account with other circumstances, and 
they should not be classed as useless additions to a crossing. 

At the risk of being classed by my namesake as one of those pre- 
scribing three doses of medicine where one only is necessary, I advise 
drawers of all cheques (not intended to be cashed at the Bank) to rule 
two parallel lines across the centre of cheques, insert the words “Not 
Negotiable,” also “Account payee only” and make the cheques payable 
to order after seeing that payee’s name is correctly written in every case, 
being sure to add the word “Limited” where a payee company is not a 
firm. By so doing, the drawers will fully protect themselves and the 
parties subsequently handling the cheques, whilst collecting and paying 
bankers would, in the long run, be considerable gainers if such a practice 


became universal. Yours faithfully, 
Perth, C. H. Lance. 
5/7/41. 


EXAMINE THE EXAMINER 
The Editor, The Australian Accountant, 
Dear Sir,— 

The letter in your June issue from Mr. P. Hosking with reference to 
the examination papers raises points which are open to discussion. Mr. 
Hosking seems to infer that there is no such thing as unilateral contract. 

Sir John Salmond in his monumental work on Contracts, on page 14, 
writes as follows :— 

“All contracts are of two kinds, being either unilateral or bilateral— 
one sided or two-sided. A unilateral contract consists of nothing more 
than a gratuitous promise by one person to do something in favour of 
another. It is the gratuitous assent of A to the assumption of an 
obligation towards B. An example is a deed or covenant whereby a 
father agrees to pay £1,000 to his son. A bilateral contract is one in 
which there is something done or to be done on each side.” 

My dictionary [Oxford] defines uni-contract as “binding one party 





only.” Yours faithfully, 
Sydney, PERPLEXED. 
3/7/41. 
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